ITALIAN STABILIZATION NUMBER 


mes | 


Contents Include 
BANKS AND THE NEW CURRENCY 
POST-WAR CENTRAL BANKING POLICY 
By G. VISSERING 
A MESSAGE FROM SIGNOR MUSSOLINI 
FRANCE AND THE GOLD STANDARD 
By JoserH CAILLAUXx 
BANKING IN THE UNITED STATES 
By H. PARKER WILLIS 
THE LABOUR SURTAX 
By W. H. Coates, Px.D. 
THE SOUTH MANCHURIAN LOAN NEGOTIATIONS 
By J. O. P. BLAND 
THE STABILIZATION OF THE LIRA 


EYRE AND SPOTTISWOODE (PUBLICATIONS) LIMITED 
9 Hast Harding Street, Fleet Street, London, E.C.4 


The Lining—a big feature 
in: Suit Service. 


_CUNG&S SUITS, being so useful for ma 
need really good Linings— “COURTINE” " LININGS, 


These are easy-fitting and clear in colour ; cleaned quite safely 
and fatmore durable and satisfactory than o Linings. 


If @ ee 
pew COUR- 
TINE” LININGS, 
write 10 the Manu- 
taulds, Lia., 16 St. 

Martin's ay rare 

_ The name is on 
the Selvedge. 
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BLADES, EAST & BLADES, Ltd. 


Established 1821. 


IiMe 


| 
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CITY OFFICES : WORKS : 
17 ABCHURCH LANE, LEONARD ST., FINSBURY, 
‘LONDON, E.C. LONDON, E.C. 
Telephones : Central 0212, 0213, 0214. Telephones : Clerkenwell 3636, 3637, 3638. 


Telegrams : “ Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 

CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 
COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 
PRINTERS, ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 


PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, 
BANKS, ETC., A SPECIALITY. 
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=i {U0 U0N000 TANNA ATU 
= (Incorporated by Royal Charter, 1889) 


And under a Special Concession, Bankers to The Imperial Government of Persia. 


Capital fully called up - £650,000 Reserve Account - - £520,000 
(with power to increase to £4,000,000 
Reserve Liability of Proprietors ‘under the Charter - - = -£1,000,000 


LONDON BANKERS: 
Messrs. GLYN, Mitts & Co. THE WESTMINSTER BANK LIMITED, LOMBARD STREET. LLOYDS BANK LIMITED. 
HEAD OFFICE: 
33/36 Kinc WILLIAM STREET, Lonpon, E.C.4 
CHIEF OFFICE IN PERSIA: 
TEHERAN, 
BRANCHES IN PERSIA: 

Abadan, Ahwaz, Barfrush, Birjand, Bunder Abbas, Burujird, Bushire, Duzdab, Hamadan, Isfahan, Kazvin, 
Kerman, Kermanshah, Masjed- -Suleiman, Meshed, Mohammerah, Nasratabad (Seistan), Pehlevi, Resht, 
Shiraz, Sultanabad, Tabriz, Yezd. 

BRANCHES IN IRAQ (Mesopotamia) : BRANCH IN INDIA: 

BAGDAD, BASRA, KHANAOIN, KIRKUK. BomBay. 
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HE BANK is prepared to transact t Banking Business of every 
description in and connected with Persia and Iraq (Mesopotamia), 
also with Bombay, Calcutta and Karachi. 
Clean and Documentary Credits arranged. Documentary Bills 
negotiated, Clean and Documentary Bills collected. Letters of Credit, 
Drafts and Telegraphic Transfers issued. 
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Correspondents in all important places abroad. 
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Commonwealth # Ee ‘Bank of Australia 


E. C. RIDDLE, Governor. oe H. T.| ARMITAGE, Deputy Governor. 


Guaranteed by the Australian Commonwealth Government. 


BRANCHES IN THE PRINCIPAL CITIES AND TOWNS 
OF AUSTRALIA, and at 


36-41 New Broad Street, E.C.2, and Australia House, Strand, 
W.C.2, LONDON. 


New York Agency: 25 Pine Street, New York City. 


AGENTS AND CORRESPONDENTS THROUGHOUT THE WORLD. 


ADVANCES made against approved Securities. 

BILLS negotiated and collected. CURRENT 

ACCOUNTS opened, DraFrs and LetrTers of 

CREDIT issued.* Deposits accepted for fixed 

periods. REMITTANCES cabled or mailed and 

BANKING BUSINESS of every description trans- 
acted with Australia. 


BANKERS TO 


THE GOVERNMENT OF THE COMMON- 
WEALTH OF AUSTRALIA. 


THE GOVERNMENT OF THE STATE OF 
QUEENSLAND. 


THE GOVERNMENT OF THE STATE OF 
SOUTH AUSTRALIA. 


THE GOVERNMENT OF THE STATE OF 
TASMANIA. 


SAVINGS BANK DEPARTMENT. 
BRANCHES IN THE CHIEF CENTRES 
nai St AND 3,515 AGENCIES AT POST 
Head Office : OFFICES THROUGHOUT 





Sydney, New South Wales. AUSTRALASIA. 
As at 3lst December, 1927. 

General Bank Balances £39 610,725 

Savings Bank Balances 47,144,012 

Note Issue Department 51,833,226 

Rural Credits Department 733,107 

5,853,080 


Other Items 
£145,174,150 


LONDON BRANCH: 36-41 NEW BROAD STREET, E.C.2 


J. S. SCOTT,-London Manager. 








THE BANK OF AUSTRALASIA. 


Incorporated by Royal Charter, 1835. 


Paid-up Capital - ° - - £4,000,000 

Reserve Fund - £3,850,000 

Reserve Liability of Propricters under the Charter £4,000,000 — 
£11,850,000 


—— 


COURT OF DIRECTORS : 


RIGHT HON. LORD ALDENHAM. F. V. C. LIVINGSTONE-LEARMONTH, Eso., 
Cc. E. BARNETT, Eso. D.S.O 
RIGHT HON. THE EARI, OF MIDLETON, K.P. 


J. F. G. GILLIAT, Eso. | 
KENNETH GOSCHEN, Esq. HORACK PEEL Eee 


Cc. G. HAMILTON, Esg. JOHN SANDERSON, Es 
‘ iQ. 
T. R. JOHNSON, Esq. ARTHUR WHITWORTH, Esq. 


HEAD OFFICE: 4 Threadneedle Street, London, E.C.2. 
WEST END BRANCH: 17 Northumberland Avenue, London, W.C.2. 


Numerous Branches throughout the States of VICTORIA, NEW SOUTH 
WALES, QUEENSLAND, SOUTH AUSTRALIA, WESTERN AUSTRALIA, 
TASMANIA, and the DOMINION of NEW ZEALAND. 


The Bank offers facilities for the transaction of every description of Banking business in 
Australia and New Zealand. Negotiates or collects Bills. Issues Telegraphic Transfers, Letters 
of Credit and Drafts, also Circular Notes and Circular Credits available in all parts of the world. 
Deposits received at interest for fixed periods on terms which may be ascertained on application. 
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THE 


Australian Bank of Commerce, Limited 


INCORPORATED IN NEW SOUTH WALES. 


Authorised Capital- - - - - £5,000,000 
Capital Subscribed and Paid Up - £2,194,239 
Reserve Fund’ - : - -  £1,000,000 


Aggregate Assets 30 6/27 - + + £18,366,297 


DIRECTORS : 
SIR MARK SHELDON, K.B.E., Chairman. H. R. LYSAGHT, Esq., O.B.E. 
FRANK N. YARWOOD, Esa. F.C.P.A. JAMES KELL, Esa. 
LIEUT.-COL. THOMAS L. F. RUTLEDGE. GEORGE J. SLY, Esq., LL.D. 
GENERAL MANAGER : 
Cc. M. C. SHANNON. 
LONDON BRANCH DIRECTORS : 


A. DODDS FAIRBAIRN, Esa. ALFRED SHEPHERD, Esa. 
JAMES TUKE, Esa. 


HEAD OFFICE: SYDNEY, NEW SOUTH WALES. G. W. Orp, Manager, with 
158 Branches and Agencies in New South Wales. 

BRISBANE OFFICE. Georce H. Howeit, Manager, with 26 Branches and Agencies 
in Queensland. 

MELBOURNE OFFICE : 325 Collins Street. M. Burton Finney, Manager. 

ADELAIDE OFFICE: 35 Rundle Street. R. T. Moonie, Manager. 

PERTH OFFICE : 73 St. George’s Terrace. A.C. Dispin, Manager. 

LONDON OFFICE: 62 Bishopsgate, E.C.2, Arruur F. Jenxins, Manager. 

The London Office is prepared to transact every description of Banking Business. 


For the convenience of its Customers the Bank has special arrangements, where not directly repre- 
sented, with other Bankers throughout Australasia, New Zealand, the United Kingdom, the Far East 
and elsewhere,whereby it is able to carry out all requirements with promptitude and to best advantage. 





ime 


~ eR a +. PNP 0 Race RT tr eset cao 








BANK OF ‘AUSTRALIA 


LIMITED. Incorporated 1880. 


THE UNION 


Established 1837. 







Gootent Geethresteed and et 006 es ae £12,000,000 
it a u eee “ J x , 
poy * £4,850, og8} together £8,850,000 
Reserve Liability of Proprietors eee £8,000,000 
DIRECTORS: 





HENRY P. SturGis, Eso., Chairman. 






























The Rr. Hon. Lorp Esvury, S. R. LIVINGSTONE-ILEARMONTH, FRED. G. PARBURY, EsQ. 
H Raa gy oo ER, EsQ Esg. The Hon. EDMUND W. PARKER. 
U! . FLOWER, Esq. a . “ " 
The Right Hon. Lorp ee ee — SIR W ESTBY B. PERCEVAL, 
HILLINGDON. . Aiea ema aaa K.C.M.G. 
es Str MALCOLM Hose. ROBERT C. NESBITT, Esq. ALFRED W. TURNBULL, Esq. 
us 
t Head Office : 71 CORNHILL, LONDON, E.C.3. 
Manager—W. A. Latnc. Assistant Manager—G.S.GoppEN. Secretary—F. H. MCINTYRE. 
Branches throughout ceases and sinend samen. viz. 
In VICTORIA 48 
a », SOUTH AUSTRALIA ie as sts sis 15 
» NEW SOUTH WALES sia ee a ae 45 
» WESTERN AUSTRALIA ..... Pe ie oe 22 
>», QUEENSLAND  ..... a as = ee 18 
» TASMANIA $ si was ass Fe 3 
» NEW ZEALAND | & we aa a 48 
199 
Drafts upon the Branches are issue’ by Head Office, and may be obtained from the Bank’s Agents throughout 
England, Scotland & Ireland. 
Commercial and Circular Travelling Credits issued available throughout the world. 
Telegraphic Remittances are also made. 
Bills on the Australian States and Dominion of New Zealand are purchased or sent for collection. 
SS Deposits are received at Head Office at rates of interest and for periods which may be ascertained on applicaticn . 
Pi] 





The Commercial Banking Company of Sydney, Limited 


Established 1834. Incorporated in New South Wales. 
With which is amalgamated THE BANK OF VICTORIA LD. 






AUTHORISED CAPITAL - £12,000,000. 




















PAID-UP CAPITAL — - - - - . £4,739,012 10 O 
RESERVE FUND - . - - - - £3,950,000 0O 0 
RESERVE CAPITAL - - - - - £4,739,012 10 0 
£13,428,025 0 0O 
TOTAL DEPOSITS June 30th, 1927 - - £51,239,267 0 0 
TOTAL ASSETS ‘a oe - - £62,771,239 0 O 





HEAD OFFICE: 343 GEORGE STREET, SYDNEY. 
General Manager - J. R. Dryhurst. 
LONDON OFFICE: 18 BIRCHIN LANE, LOMBARD ST., E.C.3. 


LONDON DIRECTORS: 















H. S. H. Guinness, Esg., Chairman. J. N. Buchanan, Esq., D.S.O., M.C. 
Hon. H. S. Littleton. H. O. Hamblin, . 
L. W. G. Butler, Esq. E. Clive Miller, Esq. 

Manager - - ~- V. B. Jones. 






443 Offices and Branches in New South Wales, Queensland, Victoria, South Australia and 
Federal Capital Territory. Agencies throughout Australia and New Zealand and all other 
parts of the world. 

Drafts and Letters of Credit are issued by the London Branch on the Head Office, Branches and 
Agencies of the Bank in Australasia and elsewhere. _ Bills on Australasia negotiated and collected. 
Remittances cabled and mailed. 
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BANK OF NEW SOUTH WALES 


(ESTABLISHED 1817.) 


Paid-up Capital ... 
Reserve Fund ... 
Reserve Liability 

of Proprietors 


& 
a 


AGGREGATE ASSETS, 30 Sept. 1927 


£7,423,440 
5,650,000 


7,423,440 
£20,496,880 


£87,781,128 14 6 





Head Office—SYDNEY, NEW SOUTH WALES. 


General Manager—OSCAR LINES. 


BRANCHES AND AGENCIES IN 


NEW SOUTH WALES (218); 
(57); SOUTH AUSTRALIA (7); 


QUEENSLAND (55); VICTORIA 
WESTERN AUSTRALIA (93); 


TASMANIA (3); NEW ZEALAND (73); FIJI (3); PAPUA (2); 


MANDATED TERRITORY “af NEW GUINEA (1); 
LONDON (1) 


TERRITORY ( 


FEDERAL 


LONDON DIRECTORS: 


H. I,. M. Tritton, EsQ. Chairman. 


J. S. CAMPBELL, Manager. D.GEDDIE, 


WALTER S. M. Burns, Esq. 


Asst. Manager. 


I, C. GEppEs, Esq. 


A. I. KENNEDY, Secretary. G.S. Kett, Accountant. 


The London Office issues drafts on demand on its Head Office (Sydney, N.S.W.) and 

Branches in all the Australian States, New Zealand, Fiji, Papua, and Mandated Territory 

of New Guinea. Makes Mail and Cable Transfers. Negotiates and Collects Biils of 

Exchange. Arranges Wool and other Produce Credits. Receives Deposits for fixed periods 

on terms which may be known on application; and conducts every description of 
Australasian Banking Business. 


London Office: 29 THREADNEEDLE STREET, E.C.2 








THE 
(Incorporated by Act of Parliament, 1565. 


Authorised Capital, 2,000,000 
Subscribed Capital, £1,250,000 


Paid-up Capital £1,250,000 
Reserve Fund _ £950,000 
£2,200,000 


Reserve Liability of 
Shareholders £1,250,000 
£3,450,000 
Head Office: ADELAIDE, SOUTH 
AUSTRALIA. 
Sydney Office : 279 GEORGE STREET. 
Melbourne Office: 267 COLLINS ST. 


Brisbane Office: 305 QUEEN ST. 


Perth (W.A.) Office : 
ST. GEORGE’S TERRACE. 


Fremantle Office: HIGH STREET. 
Branches throughout South Australia. 


BILLS on Austreledia purchased or collected. 
DRAFTS and LETTERS of CREDIT issued; 
REMITTANCES cabled; and every other desc rip- 
tion of Banking and Exchange business transacted. 


INQUIRIES REGARDING AUSTRALIAN TRADE INVITED. 
London Office : 
11 LEADENHALL ST., E.C.3 


A. BUTTERWORTH, Manager. 














AUSTRALIAN, NEW ZEALAND and 
EAST AFRICAN MERCHANTS. 


DALGETY « COMPANY 


LIMITED. 
£ 
Capital Authorized 7,000,000 
Capital Fully 
Subscribed 6,500,000 
Capital Paid up .. 2,000,000 
Reserve Fund 1,000,000 


Head Office : 
65-68 LEADENHALL STREET, 
LONDON, E.C.3. 
Branches throughout AUSTRALIA, NEW 


ZEALAND, and in KENYA COLONY, 
EAST AFRICA. 


IMPORTERS AND EXPORTERS, 
FINANCIAL, SHIPPING, INSUR- 
ANCE, AND GENERAL AGENTS. | 








CO-OPERATION : 


Whilst consideration of the security afforded to 
depositors has been one of the principles which has 


earned an enviable reputation for the English 
banking system, criticism is often directed against the 
Banks on the ground that they do not afford sufficient 
assistance to the traders of the country. Banks can 
of course only lend up to a certain proportion of 
the amount the public deposits with them, and when 
the advantages of having a Banking account are more 
widely realised, not only the customers and the Banks 
will benefit, but there will be an increase in the funds 
from which the trade of the country can be financed. 


LLOYDS BANK LIMITED 


Head Office: LONDON, E.C. 3. 


ONAL PROVINe 
pl BANK AL 


LIMITED 
Reserve Fund - - - 9,479,416 
Deposits, &c. (Dec. 1927) 274,460,678 


HEAD OFFICE: 15 BISHOPSGATE, LONDON, E.C.2. 
OVER 1,200 OFFICES IN ENGLAND AND WALES. 
AGENTS THE WORLD OVER. 


BANKING both HOME and OVERSEAS. 


TRUSTEESHIPS AND EXECUTORSHIPS UNDERTAKEN. 



















AFFILIATED BANKS: 


COUTTS & CO. GRINDLAY & CO., Ltd. 






























Guaranty Trust Company 
of New York 


HE Guaranty Trust Company of New York was one of the first of 
the American Banks to establish a branch outside the United States. 
Its London Office was opened in Lombard Street twenty-eight years ago. 


To-day the bank maintains three London Offices—in Lombard Street, 
Kingsway and Pall Mall—an office in Liverpool, a number of offices in 
the principal cities of Europe, and connections throughout the world. 


The Guaranty Trust Company is thus able to offer unrivalled international 
banking fac ilities to banks, financial houses and merchants engaged in 
foreign trade. 





The Management of any of the offices will be pleased to explain the Bank’s 
services in detail or to discuss any individual banking and trading problems, 


32 Lombard Street, E.C.3 


50 Pall Mall, S.W.1 
LIVERPOOL 






Bush House, Aldwych, W.C.2 
BRUSSELS HAVL.E 








NEW YORK 


Paid-up Capital and Surplus $60,000,000 





PARIS 





ANTWERP 
Total Assets $850,000,000. 



















THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746. 


CAPITAL £1,250,000 _ RESERVE FUNDS £2,050,000 


Governor: THE RIGHT HON. THE EARL OF ROSEBERY AND MIDLOTHIAN, K.G., K.T. 
Deputy-Governor: THE RIGHT HON. THE EARL OF HOME. 


HEAD OFFICE: 38 St. Andrew Square, EDINBURGH. 


REES GRIFFITH THOMAS, General Manager. . W. STEVENSON, Secretary. 
Over 190 Branches aeaent Scotland. 


London Office: 38 Threadneedle Street, E.C. 2. 
Every Description of Home and Foreign Banking Business transacted. 
AFFILIATED TO BARCLAYS BANK, LIMITED. 


A. M. BONNER, "TD. Eaubled 


30 LIME ST. and 7 BLOMFIELD ST. 


So E.C.3 AU B B F ° ST, A 7 Ps LONDON, E.C.2 


DATING STAMPS, AUTOMATIC NUMBERING AND 
ENDORSING INKS AND URGENT ORDERS DATING MACHINES, COMPANY 


SELF-INKING PADS A Speciality SEALS, GENERAL ENGRAVERS 































Tel : Tel. : 
Avenue 0794 City 1956 
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REMOVE MECEIVER 
LISTEN FOR 
HUMMING SOUND 
PULe DiaL AROUND 
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There's an all-round 
difference 


The Standard Private Automatic Telephone System 
has been specially designed to create greater efficiency 
in the business field. There is no organization, large 
or small, that does not benefit from its use, and in 
addition no organization can afford to be without one. 
These systems are supplied in two types, the first 
dealing with any number of lines up to 7o, and the 
second, a smaller installation, with a maximum of 21 lines. 
Here are some points for your consideration : 

No operators required. Absolute secrecy. 


24 hours daily service. Inexpensive to install 
and maintain. 


Write today for our illustrated literature. 


Srondard 


oh EE 
maa) B AUTOMATIC TELEPHONE SYSTEMS 
| Standard Telephones and Cables Limited 


CONNAUGHT HOUSE, ALDWYCH, W.C.2 
Holborn 8765 (15 lines) 


Works: HENDON, NORTH WOOLWICH, 
NEW SOUTHGATE, 


Branches : Birmingham, Leeds, Manchester, Glasgow, 
Liverpool and Dublin. 
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National Bank of New Zealand, Ltd. 


Head Office: 8 MOORGATE, LONDON, E.C.2. 

90 Branches and Agencies throughout New Zealand. 
Authorised and Subscribed Capital ane ui £6,000,000 
Paid-up Capital eas = £2,000,000 
Reserve Fund and Undivided Profits £2,175,769 


£4,175,769 















The National Bank of New Zealand, Limited, receives Deposits for fixed periods at 
rates which may be ascertained on application, and conducts every description of Banking 
Business connected with New Zealand. ARTHUR WILLIS, Manager. 


HIN NN 








BANK OF NEW ZEALAND. 


Bankers to the New Zealand Government. 


Authorised ee - 87,561,238 


Paid-up Capital, as at 31st March 1927 oe ‘ ss . £6,529,185 
Reserve Fund and Undivided Profits wat ‘wa re cals 3,609,655 


£10,138,840 











Aggregate Assets at 31st March 1927 £48,860,540. 






London Office: 1 QUEEN VICTORIA STREET, E.C.4. 
Negotiates and Collects Bills of Exchange. Grants Drafts on its Offices in New Zealand, Australia, Fiji, and 
Samoa. Remittances made by telegraphic transfer. ROBERT MILL, Manager. 












NATIONAL BANK OF EGYPT. 


HEAD OFFICE : CAIRO. 





FULLY PAID CAPITAL - - - - - £3,000,000. 
RESERVE FUND - - - . - - £2,775,000. 





London Agency : 
6 and 7 KING WILLIAM STREET, E.C.4. 


Branches in all the Principal Towns in 


EGYPT and the SUDAN. 


VOKOHAMA SPECIE BANK, LIMITED. | . 








ESTABLISHED 1880. (Registered in Japan.) 
Capital Subscribed and Fully Pald - - Yen 100,000,000 
Reserve Fund - - - Yen 99,500,000 


Head Office: YOKOHAMA. 

BRANCHES and AGENCIES at Alexandria, Batavia, Bombay, Buenos Ayres, Canton, Calcutta, Changchun, Dairen 
(Dalny), Fengtien (Mukden), Hamburg, Hankow, Harbin, Hong Kong, Honolulu, Kai Yuan, Karachi, Kobe, 
London, Los Angeles, Lyons, Manila, Nagasaki, Nagoya, ‘Newchwang, New York, Osaka, Pekin, Rangoon, 
Rio de Janeiro, Saigon, Samarang, San Francisco, Seattle, Shanghai, Shimonoseki, Singapore, Sourabaya, 
Sydney, Tientsin, Tokyo, Tsinanfu, Tsingtau, Vladivostok (temporarily closed). 

The Bank buys and receives for collection Bills of Exchange, issues Drafts and Telegraphic Transfers 
and Letters of Credit on above places and elsewhere, and transacts General Banking Business. Deposits 
received for fixed periods at rates to be obtained on application. 

London Office :—7 Bishopsgate, London, E.C.2. 
D. NOHARA, Manager. 
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Les *~- 


The Quadrant, Regent Street, 
laid with 


EYLAN 


RUBBER’ TILING 


Write for Catalogue No. 39. 
The Leyland and Birmingham Rubber 
Co., Ltd., Leyland, Lancs. 





RT.40-4 /28. Causion 

picts Scat Shes coi ane gta drake £08 ctu ctaaes Gtacta Aen eadea ea Ana Seeama th cee dl 
# ects ae 
ea PERMANENT and TRANSIEN' # 
fo + 
Es i 
* A Hotel of Distinction, & 
# . . # 
* not promised, but established 4 
Ps ad 
® bi 
HOTEL s 

2 $32 

£ yt 
iB T Ik & 
: LACKSTONE # 
z OF NEW YORK = 
&e 
32) Bd 
+ Reasonable Rentals ae 
5a 48 
# ; ais # 
as Restaurant and Service te 
* of Unquestioned Excellence + 
33) ; a 
2 at Moderate Prices i 
if ie & 
. |. a © 
# Every Room was SuNLIGHT # 
# < pS 
# er 4 
¥ In the Fashionable Park ee 
# Ave. and Plaza Districts & 
ts) raa' 
al + 
a2) ~ aie al roa) 
% 48 EAST 58™STREET # 
iss] ° Ge 
35 Between Madison and Park Avenues ay 
we es 
# Telephone Regent 8100 * 
# Descriptive folder on request 4 
y. 


eae ee aie eee ae oe ree 





) 
PEREERE 


THE OUT-STANDING 
MERITS OFA 
GREAT PENCIL 


| 











ERFECTION is the 

attribute common to all 
VENUS pencils—each one 
is as good and true to grade 
as the world’s largest manu- 
facturers of quality pencils 
can make it. 


ENUS 
PENCILS 


17 Blacklead Degrees & Super 
Copying(Medium &Hard) 
44each - 3/9 per dozen 

Venus Copying (Medium&Hard) 
34 each-29 per dozen 


T'S THE LEAD INSIDE 


I 
G MAKES THE VENUS GLIDE ~ 
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ALLIANCE 


Assurance Company Limited. 


Head Office : 


BARTHOLOMEW LANE, LONDON, E.C. 2 
Established in 1824, 


Assets exceed £30,000,000. 
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Directors: * 

CHARLES EDWARD BARNETT, EsQ., Chairman. : 

LIONEL N. DE ROTHSCHILD, EsqQ., O.B.E., Deputy-Chairman. * 

Sir IAN HEATHCOAT AMoRY, BaRT., C.B.E. | THE MARQUESS OF HARTINGTON, M.P. > 
RIGHT HON. VISCOUNT BEARSTED, M.C. C. SHIRREFF HILTON, Esq. * 
FREDERICK CAVENDISH BENTINCK, EsqQ. R. M. HOLLAND-MarrTIN, Esq., C.B. * 
ALFRED FOWELL BuxTON, Esq. Davip LANDALE, Esq. >. 
JOHN CaTor, Esq. SIR CHRISTOPHER T. NEEDHAM. x 
Lorp DaLMEny, D.S.O., M.C. COMMANDER M. P. B. PORTMAN, R.N. ; 
x 

*x 

x 
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Be 


Major GERALD M. A. ELLIs. WILLIAM HEARD SHELFORD, EsqQ. 


FREDERICK CRAUFURD GOODENOUGH, EsQ. HENRY ALEXANDER TROTTER, Esq. 


grants 


INSURANCES OF ALL KINDS :— 


LIFE (with and without Profits). Assurances with Disability Benefits. 
Estate Duty Policies. Staff Assurance and Pension Schemes. 
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A Banker’s Diary 
Mid-February to Mid-March 


AFTER prolonged negotiations (see January issue), agree- 
ment was reached early in March between the Financial 
Sub-Committee of the League of Nations 
Bulgarian and the representatives of the Bulgarian 
Finance Government on the conditions for an ex- 
ternal loan, under League auspices, for 
financial reconstruction and development. The loan 
is to amount to £5 millions, the net proceeds being placed 
at about £43 millions. Part of this sum will be devoted 
to paying off Budget arrears, as well as some of the 
Government’s debt to the National Bank, part to 
strengthening the banking system, and part to road and 
railway improvement. As regards the status of the 
National Bank, the transformation from a State into a 
private institution is deferred to a date to be fixed by 
subsequent arrangement, the Bulgarian Government 
agreeing in principle to the change. Meanwhile, and for 
two years afterwards, a technical adviser, appointed by 
the League, is to exercise a right of veto and of general 
control over the management. About the middle of 
March the League Council gave its approval to the agree- 
ment, and it is expected the loan will be issued in Great 
Britain, the United States, France, and Holland in the 
near future. In the meantime it is understood that the 
Banks of England and France have made an advance 
of £500,000 to the Bulgarian Government in anticipation 
of the issue. 


THE negotiations for a Portuguese loan under the auspices 
of the League of Nations (see January issue) failed to 
reach maturity at the March session of the 

Portugal and League Council. It appears that the im- 
the League mediate cause of the breakdown lay in the 
refusal of the Portuguese representatives 

to accept the conditions put forward by the League's 
Financial Sub-Committee. The particular subject of 
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disagreement was the insistence of the Committee on the 
right to appoint a financial controller and to supervise 
the administration of the revenues assigned to the service 
of the loan. These proposals the Portuguese Government 
could not see its way to accepting. Further consideration 
of the loan question by the League has been deferred 


until June. 


DuRING the three weeks to March 14 about {104 millions 
of gold were exported from Great Britain to France. 
In view of the fact that no commensurate 
French purchases from the Bank of England or 
Gold Imports in the open market appeared to have taken 
place during the period, it was presumed 
the shipments comprised earmarked gold undergoing 
repatriation (cf. March issue)—a conclusion that was 
confirmed by Bank of France official statements. Several 
shipments, making up a substantial sum, have also taken 
place from the United States to France in recent weeks. 
These, too, are taken to consist of gold held for some time 
past in New York on French account. The shipments 
have produced no effect on the figures of the disclosed 
gold holdings of the Bank of France, as shown in its 
weekly returns. 
PS. During the week to March 21 a further £3 millions 
of gold was shipped from this country to France. | 


At the end of February a Royal decree was published 
laying down the conditions of redemption of notes of the 
Bank of Italy. The Bank may convert its 

Italian Gold notes into bars of fine gold, of a minimum 
Exchange weight of 5 kilogrammes, at the rate of 100 
Standard lire to 7°919113 grammes (i.e. the parity of 

l. g2°46={1; see February issue); but it 

has the option of converting into foreign currencies, 
which are redeemable in gold, within the gold points. 
The Bank is required to maintain current exchange rates 
within these limits. A second decree fixed the gold 
export point at 1. 19:10 to the $ and the gold import 
point at 1. 18-90 to the $ (=approx. 1. 92°95 and 1. g1°98 
to the £). These rates are subject to alteration from 
time to time with changes in the underlying conditions. 
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Towarps the end of February over $5 millions of gold 
arrived in the United States from Russia, consigned to two 
New York banks. In view of the refusal 
Russian Gold of the consignees to guarantee the title to 
in U.S.A. the gold, or to act in any other way than as 
agents, the Assay Office, under instructions 
from the Treasury, declined to accept the metal for assay. 
Subsequently it was announced that the Bank of France 
had instituted legal proceedings laying claim to the gold 
in consideration of the deposit of some 50 million gold 
francs by the Bank with the Bank of Russia prior to the 
revolution in 1917, when the gold was seized. Pending 
the outcome of the proceedings the gold is lying idle in 
New York. 


AN agreement between representatives of the Turkish 

Government and of the bondholders was arrived at in 

February. The total debt to be paid is fixed 

Turkish Debt at. about £T86 millions gold, and the scale 

Settlement of annuities is graduated from {T2 millions 

up to nearly £T34 millions gold. Certain 

revenues are assigned as guarantee for the payments. 

The arrangement is to come into force on ratification 

by the Turkish Government and the bondholders in 
various countries. 


AFTER prolonged discussion between representatives of 

the Reichsbank and the private banks, agreement has 

been reached on a revision of the form of 

German Bank periodical returns issued by the banks, 

Returns aimed at rendering them more informative 

and more useful for scientific purposes, 

as well as less subject to ambiguity. The returns, which 

hitherto have appeared bi-monthly, will now be published 
monthly. 


In the early part of March it was reported that a new 
bank, called the Mercantile Bank of Aus- 
A isa tralia, had been registered at Sydney, with a 
Beck nominal capital of £2 millions. Promises of 
immediate deposits of more than {1 million 

annually were said to have been obtained. 
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CONSIDERABLE progress has been made in the direction 
of strengthening the Japanese banking system after the 
crisis which occurred nearly a year ago (see 

ne May, June and October, 1927, issues). It 
es md appears that up to the end of last year 
thirteen out of thirty-six suspended ioe 

had reopened, one had gone into voluntary liquidation, 
while readjustment had been practically completed in 
seven other cases. Deposits with banks still suspended 
amounted to about 450 million yen. During December 
a plan was adopted for the reorganization of the Fifteenth 
Bank, whose deposits comprised about half the total still 
outstanding. Throughout the year amalgamations 
continued rapidly, bringing about the dissolution of 


134 banks. 


THE flow of new capital issues continued strongly. An 
offer of £8 millions of 5 per cent. registered stock at 98 
by the Commonwealth of Australia, on behalf 

New Capital of itself and some of the States, was left 
Market to the extent of 84 per cent. with the under- 
writers. (See January issue for last Aus- 

tralian offering.) Further private placings on behalf of 
Continental banking institutions took place. Industrial 
issues were numerous and varied. A large issue of 
debenture stock by a newly-formed newspaper under- 
taking was over-subscribed, as also was a similar offer by 
a prominent electrical supply company. A new company 
for the financing of hire purchase business made an offer 
of preference shares to the public, who, however, are 
understood to have taken only one-quarter of the number 


offered. 


By the end of February all the twelve Federal Reserve 
Bank R Banks had raised their rediscount rates 
ank Rate from 34 to 4 per cent. (see March issue). 

Changes > le 2 
On March 5 a reduction from 7 to 63 per 


cent. in the Bank of Italy’s discount rate became effective. 


Sir Otto Niemeyer has joined the boards of the Anglo- 
International Bank and the Austrian Credit-Anstalt. 
B 
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Banks and the New Currency 


HERE seems to have been a singular lack of co- 

ordination in connection with the issue to the 

public of the new silver coinage. The Chancellor of 
the Exchequer announced that, except for crowns and 
threepenny-pieces, the minting of which would start in 
April, the issue would be available to the general public 
as from March 12, and there was naturally a widespread 
impression that from that date supplies would be 
obtainable at the branches of the various banks. While 
it was possible, however, to obtain the new currency on 
direct application to the Bank of England, the ordinary 
joint-stock banks did not equip themselves with supplies, 
and numerous statements appeared in the Press to the 
effect that these banks were boycotting the issue. The 
idea of a boycott, however, was soon discredited, as 
obviously the banks would not wish to adopt an ob- 
structionist attitude in regard to a coinage which has been 
duly sanctioned by law, and the complications arose, 
not through any desire ‘of the banks to dictate what 
particular kind of currency the public should have, but 
because of the technical difficulties associated with the 
exchange of the new currency for the old. 

It may be explained that, prior to the year 1920, the 
silver coins in this country were ‘925 fine, or, in other 
words, they consisted of thirty-seven parts of silver to 
three of alloy. There was, however, nothing sacrosanct 
in this proportion. The silver coinage in this country 
is only a token one, and not legal tender beyond an 
amount of 40s., so that the exact quantity and quality 
of its metallic contents is largely a matter of expediency. 
It is, in fact, sometimes argued that there is no reason 
why the subsidiary coinage should have any intrinsic 

value at all, and that, apart from the difficulty of 
handling large quantities of notes of small denominations, 
unbacked paper money would serve just as well. The 
continuance of this argument would be that since coins 
must be used, they should be as economical as possible. 
In questions of currency, however, regard has to be paid 
to national prestige and tradition, - the appearance of 
the coins, to the risk of counterfeiting by forgers, and to 


| 
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the dangers, if profits of coinage are too high, of excessive 
issues. Under the stress of the post-war demands for 
economy, however, it was considered that the essentials 
of a satisfactory silver coinage could be obtained if the 
silver contents of the coins were reduced from ‘925 fine 
to ‘5 fine, and Parliament authorized this change by 
passing the necessary legislation. The minting of the 
new coins, containing 50 per cent. silver, was accordingly 
commenced in 1920, but the issues were only put into 
circulation as opportunity offered, and although large 
sums have been distributed, a substantial quantity of 
pre-1920 silver still remains in the hands of the banks 
and the public. A harassed Chancellor of the Exchequer 
saw in this position the possibility of a profitable trans- 
action, and the idea was conceived of recalling the whole 
of the silver minted before 1920 and exchanging it for 
new supplies. By such a process the authorities would 
have been able to replace coins containing 37/4o0ths of 
silver by coins of a much smaller silver content, and an 
attractive profit would have been realized by the sale as 
bullion of the surplus metal. 

Apparently, however, it was insufficiently realized 
that an operation of this magnitude, in which millions 
of coins are concerned, involves an enormous amount of 
work and organization. When the coins were supposed 
to be available for the public, the banks were already 
overstocked with silver, and on the stocks in excess of 
requirements they were suffering a loss of interest. It 
is true that they have the option of paying the surplus 
into the Bank of England, but normally that course 
involves considerable expense in transport and other 
charges, while it would also entail further expense when 
the public demand for silver increased—a normal occur- 
rence at certain periods of the year, particularly prior 
to the Christmas season. In order to facilitate the return 
of the pre-1920 silver from circulation, however, the 
authorities were willing to free the banks from transport 
and other expenses; but while the banks would be quite 
willing to dispose of their surplus silver on this basis, it 
was a very different proposition for them to attempt 
the very much larger task of acting as agents for the 
withdrawal of the pre-1920 silver from public circulation. 
This latter task, if carried out thoroughly, necessitates an 
examination of every individual silver coin passing 

B2 
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through the hands of the banks, in order to segregate the 
old silver from the new, and in view of the very large 
quantities of coin concerned, it was scarcely to be ex- 
pected that the banks could undertake the work without 
some remuneration. It is not always realized what a 
very laborious process a detailed examination of, say, 
{100 of silver actually is, and what an extensive amount 
of time it absorbs. The banks do not maintain large 
floating staffs ready to be allocated to transitory work 
of this kind, and it is essential when such large operations 
are contemplated that the banks should be consulted in 
advance so that suitable arrangements may be made. 
Eventually an agreement was reached with the banks 
under which the Bank of England agreed to pay the cost 
of packing, transport, etc., of the old silver, plus a 
commission charge of Ios. per cent. for the work involved 
in selecting it, and this arrangement would seem to 
provide a satisfactory solution of the problem and ensure 
the co-operation of the banks in effecting the withdrawal 
of the old silver. Without some such arrangement the 
banks could sc arcely be expected to undertake the heavy 
task of segregating the old silver from the new, especially 
as they are under no legal obligation to discriminate 
between the two varieties, and their customers cannot 
demand any particular type of coin. The lesson to be 
learnt in connection with the events recorded is that, 
however simple an operation may appear, it often 
becomes, when it has to be multiplied by many thousands 
of times, distinctly complicated, and in such circumstances 
it is necessary to consult the convenience of all parties 

concerned before definite decisions are reached. 

Under the arrangements now in force the pre-1920 
silver should gradually become more and more scarce. 
Some people may regret this debasement of our currency, 
even though it affects our subsidiary coinage only, and 
some may even discern in the operation a further in- 
flationary measure, on the ground that there is less 
backing than formerly behind the issue. As, however, 
the new silver will merely take the place of the old; as 
it will only be issued in response to the public demand 
for small change; as there will be no attempt to force the 
circulation in any way, and as it will not be legal tender 
for amounts of over 40s., there does not seem to be much 


ground for anxiety on this score. 
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Post-War Central Banking Policy 
Its Recent Development in Holland 


By G. Vissering 


‘President of the Netherlands Bank) 


NLESS all signs are deceiving, we live in an age 
in which central bank policy in general is under- 
going distinct and important changes. One of the 

most striking features of these changes is perhaps the 
growing te nde ncy among central banks to give up their 

‘passive”’ attitude, so characteristic for the “central bank 
policy of a previous period, and to take a far more active 
part than they used to do in the financial and monetary 
development of their respective countries. 

‘Passive’ central bank policy—if it be permitted 
to use this term—was at its height in the second half of 
the nineteenth century. When we look back at central 
banking as generally understood and practised in those 
days, it now seems an almost surprisingly simple business. 
The reserve proportion was practically its sole working 
guide ; the rate of discount was its chief and almost only 
weapon. When the reserve proportion of a bank fell 
to a level that was considered undesirably low, the bank’s 
discount rate was raised; when the reserve proportion 
rose above normal the discount rate was lowered. For 
the rest, central banks pursued—and it was thought that 
they ought to pursue—a policy of laissez faire. It did 
not occur to them to intervene in the foreign exchange 
market, or to take any direct initiative in the matter of 
gold movements with the purpose of replenishing their 
metallic stock. If, for some reason or other, that stock 
had fallen, or was threatening to fall, to a figure that was 
considered undesirably low, the only legitimate way to 
replenish the gold holdings was thought to be a rise of the 
discount rate, by means ‘of which the gold that had been 
lost would come back, as economists liked to say at that 
time, ‘‘in the ordinary course of trade.’ 

At the end of the nineteenth and the beginning of the 
twentieth century this conception began to lose ground. 
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Experience taught that the discount rate was not always 
such an effective means to maintain the parity of the 
national currency as for a long time it had been thought 
to be, and various central banks tried to supplement 
the discount rate weapon by other devices. Some of the 
banks had recourse to large-scale open-market operations. 
Others began, in addition to their metallic reserve, to 
keep a reserve of foreign bills and foreign credits to be 
drawn upon when necessary. Some tried to protect 
their metallic reserves in more direct ways—for example, 
by charging a premium for gold in cases of impending 
drains of specie. 

The war of 1914 and the years immediately following 
the Armistice raised numerous new but mostly rather 
exceptional problems, and thus more or less interrupted 
the above-mentioned development. Since, however, in 
most countries the gold standard has been re-esta- 
blished, and more normal monetary conditions have been 
restored, the pre-war development has resumed its course 
and the tendencies among central banks to pursue a more 
active policy than formerly are now gaining in import- 
ance almost every day. What this development will 
ultimately lead to one cannot foretell. But there is no 
doubt that it has lately brought about a number of very 
remarkable changes in the central bank policy of various 
countries. As an illustration of some of these changes 
and, at the same time, as a small contribution to the 
study of post-war central banking in general, I propose 
in the following pages to give a short account of the gold 
and exchange policy of the Netherlands Bank since the 
restoration of the gold standard. 


It is sufficiently well known that Holland returned to 
the gold standard, together with Great Britain, Australia, 
New Zealand, and the Dutch East Indies; at the end of 
April 1925. A few words as to the technique of the 
system which was thus re-established in Holland may, 
however, not be out of place in this connection. 

Strictly speaking, the Netherlands Bank is not (and 
never has been) obliged to redeem its notes in gold. It is 
only obliged to redeem them, if so required, in other legal 
tender currency, i.e. (if we omit the Dutch currency notes 
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which were put in circulation in August 1914 but have 
now almost disappeared) either in gold coins or in silver 
coins of 24, 1, or 4 guilders. That, nevertheless, before the 
war the value of the Dutch guilder could never fall appre- 
ciably below the value of 0°6048 grams of fine gold* was 
due to the policy of the Netherlands Bank to sell gold for 
export on the basis of the mint price (F1. 1,653°44 per kilo 
fine) whenever the foreign exchanges reached the gold 
export point. Although not bound by law to do so, the 
bank had made this its invariable practice ever since the 
introduction of gold coins in 1875, and in 1903 a formal 
statement had been made to the Government in which 
the bank explicitly undertook “to maintain and continue 
the gold policy hitherto pursued by the bank, by continu- 
ing to keep its gold stock available for export, as far as 
lies within its power, on the basis of Fl. 1,653°44 per kilo 
fine for bullion, and at corresponding prices for gold 
specie whenever the foreign exchanges should rise above 
gold parity.’ When, in July 1914, export of gold was 
prohibited in Holland, this obligation of the Netherlands 
Bank naturally ceased, but it came into force again when 
the gold-embargo was abolished in April 1925—-with this 
proviso, however, that the bank is now not bound to 
deliver gold for export to countries the central banks of 
which are not themselves legally obliged to deliver gold 
for export in the case of their exchanges reaching the gold 
export point. As to the purchase of gold, the bank is 
under no legal obligation whatever. But it has always 
been the bank’s practice to buy all the gold offered at its 
offices at a fixed price, which, for a long time, has been 
Fl. 1,648 per kilo fine, until it was reduced recently— 
as we shall see below—to Fl. 1,647°50 per kilo fine. It 
should be added that gold coins did not circulate in pre- 
war Holland to any appreciable extent, and that it was 
the Netherlands Bank’s practice, even before 1914, to 
hold a certain amount of its assets abroad, partly in the 
form of foreign bills and partly in the form of balances 
with foreign correspondents. This enabled the bank, 
when the foreign exchanges were approaching the gold 
export point, to sell cheques on foreign countries ; and in 
this way it managed on several occasions to correct 


* The Dutch ten-guilder piece contains 6°72 grams of gold, o’goo fine. 
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temporarily adverse exchanges without being obliged 
to deliver gold for export. 


The position of the Netherlands Bank on the eve of 
the restoration of the gold standard was a very strong 
one. On March 30, 1925, the bank’s gold holdings 
totalled Fl. 504 millions (as against Fl. 160 millions in 
July 1914). Its note circulation was not fully Fl. goo mil- 
lions, while the deposits were only Fl. 43 millions. The 
total metallic stock of the bank (which includes a small 
amount of silver coin) amounted to nearly 56 per cent. 
of its aggregate demand liabilities. It was clear that in 
the prevailing circumstances these gold holdings were 
rather excessive, and the bank, therefore, took the view, 
when the restoration of the gold standard became more 
and more likely, that the time had come to replace part 
of its gold stock by claims on gold standard countries. 
Accordingly, in the first weeks ‘of April 1925 the bank 
shipped an amount of Fl. 25 millions of gold to the 
United States, the proceeds of which were invested in 
dollar bills. It is obvious that this transaction, while 
increasing the bank’s foreign assets to be drawn upon in 
case of necessity, also appreciably augmented the bank’s 
earning power. After the gold standard had _ been 
restored in Holland and in Great Britain, the bank 
continued this policy. Although the foreign exchanges 
did not afford any necessity for doing so, the bank 
exported during the months June, July, and August 
1925 a total of Fl. 65 millions of gold to London, the 
proceeds of which were invested in sterling bills. As a 
result of these gold exports to America and England, the 
bank’s gold holdings fell between March 30, 1925, and 
August 17, 1925, from Fl. 504 millions to Fl. 414 millions, 
while the aggregate of its foreign bill portfolio and foreign 
balances rose during the same period from FI. 168 millions 
to Fl. 260 millions. 

In the autumn of 1925, however, the rate of exchange 
on London fell below the gold import point, with the 
result that, especially during the months October and 
November, approximately Fl. 50 millions of gold was 
imported into the Netherlands. With a view to this new 
increase of its gold holding, the bank, in November 1925, 
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seeing that it was now able, to a certain extent, to meet 
the demand for gold ten-guilder pieces there was 
supposed to be among the public at that time, began to 
pay out gold coin for internal circulation. In connection 
he rewith | it lowered its buying price of gold from FI. 1,648 
to Fl. 1,647°50 per kilo fine, in order to be able to have 
gold minted without incurring a loss. During the winter 
of 1925-26 a total of approximately Fl. 24 millions of 
gold coin were put into circulation, and by the end of 
March 1926 the bank’s gold holdings had fallen again to 
about Fl. 430 millions. 

During the following twelve months the Netherlands 
Bank's gold stock underwent only insignificant changes. 
Mainly as a result of the further issue of gold coins it 
showed on the whole a tendency to fall, but as, since 
February 1926, that issue only took place on a very 
moderate scale, the decrease of the bank’s gold holdings 
thus brought about was of comparatively small import- 
ance. In April 1927 the gold stock stood at Fl. 419 mil- 
lions. In the course of the spring and the summer of 
1927, however, the rates of exchange on London and 
New York, which, under the influence of a long period 
of easy money and large-scale foreign capital issues in 
the Netherlands, had for a good while been showing 
upward tendencies, rose on one or two occasions above 
the gold export point, and the bank lost an appreciable 
amount of gold, which was exported to the United States. 
Owing to these e xports the gold stock had gone back by 
the middle of August to Fl. 386 millions. At the same 
time the bank’s foreign assets had also considerably 
declined, with the result that when, in the course of 
September, money began to grow dearer, the market 
started to borrow heavily from the bank and the note 
circulation rose in a few days’ time by nearly Fl. 50 = 
lions, the bank found itself obliged, as from October 3, 
1927, to raise its discount rate from 34 per cent. to 43 a r 
cent. The effect of this measure soon made itself felt. 
The exchanges began to move in favour of Holland, and 
in the course of Decembe r a point was reached at which 
it became possible for the Netherlands Bank to import 
gold from the United States without incurring a loss. 
The commercial banks were not yet in a position to do 
so at that time, because they naturally have to allow 
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for the loss of interest involved in the shipment of the 
gold and, in addition to that, have to make a profit on 
gold transactions. As, however, the Netherlands Bank 
took the view that under the prevailing circumstances an 
increase of its gold holdings would not be unwelcome, it 
took the matter in hand itself and imported in December 
1927 and January 1928 an appreciable amount of gold 
from New York. Mainly as a result of this transaction 
and of certain purchases of gold which had been made 
in London shortly beforehand, the bank’s gold stock 
has shown a considerable increase during the last few 
months, and now (end of February 1928) amounts 
again to Fl. 435 millions. 


The above clearly shows that the Netherlands Bank 
has lately pursued a more active gold policy than before 
the war. The bank’s exchange policy shows a similar 
development. 

We have already pointed out that it was the Nether- 
lands Bank’s practice, even before 1914, to sell cheques 
on foreign countries when the foreign exchanges 
approached the gold export point. In those days, how- 
ever, this was only done on a very modest scale. In 
the five years immediately preceding the outbreak of 
war, the average foreign bill portfolio of the Netherlands 
Bank did not amount to more than FI. 15 millions, and 
the bank’s balances with foreign correspondents were of 
still smaller importance. It is obvious that with such 
comparatively restricted means there was not much room 
for a strong and really active exchange policy. Since 
the war, however, the bank’s position in this respect has 
entirely changed. On the eve of the restoration of the 
gold standard the bank already possessed a foreign bill 
portfolio of Fl. 132 millions, while its balances with 
foreign correspondents amounted to Fl. 36 millions; 
and in the spring and summer of 1925 the bank, as we 
have already seen, reinforced these foreign assets by 
nearly Fl. 100 millions by exporting gold to New York and 
London. Thus the bank became far better equipped for 
actively intervening in the exchange market than it 
had ever been before, and it has not failed to make use of 
this opportunity. As before the war, it sells cheques or 
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telegraphic transfers on gold standard countries whenever 
the rates of exchange on these countries are approaching 
the gold export point ; but this is now done on a consider- 
ably larger scale, and the bank is therefore able, much 
more effectively than formerly, to prevent an outflow 
of gold if such an outflow is considered undesirable. On 
the other hand, the bank aiso enters the market as a 
buyer of foreign exchange when the exchanges on gold 
standard countries are approaching the gold import 
point and the bank wishes to prevent its gold holdings 
from unduly increasing. 

A good example of these activities of the bank in 
the exchange market is supplied by what happened in 
February and March 1926. For several reasons, into 
which we need not enter in this connection, the rate of 
exchange on London considerably rose at that time so as 
nearly to surpass the gold export point. As, however, 
in the prevailing circumstances, the bank did not wish 
to lose much gold, it sold sterling exchange on a large 
scale, with the result that gold withdrawals were indeed 
practically prevented. The bank’s foreign assets declined 
during this period from Fl. 264 millions on February 8, 
to Fl. 204 millions on March 8. Similar occurrences 
took place at the end of January 1927, when, on account 
of a rapid rise of the exchange on New York, the 
bank sold 21 million dollars in six days’ time; in the 
second half of May 1927, when for the same reason an 
amount of fully 22 million dollars was sold; and during 
the period October 4-11, 1927, when the bank sold 
£3°5 millions in connection with a strong rise of the 
sterling exchange. 

While thus intervening in the foreign exchange 
market when the exchanges are approaching the specie 
points, the Netherlands Bank also keeps closely in touch 
with that market and its tendencies at other times. It 
regularly buys and sells moderate amounts of exchange 
on gold standard countries, usually in spot, but sometimes 
also in forward transactions. The amounts thus bought 
and sold by the bank are too small to have a decisive 
influence on the general course of the exchange rates, 
although at particular moments the bank’s sales and 
purchases of these moderate amounts may sometimes 
prevent sudden rises and falls in the rates. 
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France and the Gold Standard 


By Joseph Caillaux 


(Sénateur, Ancien Président du Conseil) 


HE Bank of France has lately proceeded to import 
gold on a considerable scale. It does not seem to 
have made fresh purchases, but has simply re- 

patriated the gold which was bought last year and had 
been left on deposit in foreign banks. 

However, the announcement that gold up to a total 
of 200 million fes. had arrived in a single week has 
attracted the attention of experts, and it is being asked 
abroad if the French Government and the bank are 
preparing for the return to the gold standard. 

As a matter of fact, this operation, entailing advan- 
tages and inconveniences which would furnish material 
for a very large controversy, does not seem to be on the 
eve of realization. What is the actual position of France 
from the monetary point of view 

The de facto stabilization and the permission recently 
granted to export capital have practically brought into 
operation the system known in England as the “Gold 
Exchange Sté indard.”’ In effect, the franc is not directly 
convertible into gold specie or bars, but it can be freely 
exchanged for foreign currencies which themselves are 
convertible into gold. 

What does this mean except that the value of the 
franc is not fixed in accordance with a definite weight of 
fine gold, but according to the temporary relation esta- 
blished between the franc and the pound sterling. The 
inconveniences of this system are evident, as the hesitant 
movements of Monsieur Poincaré with regard to legal 
stabilization have demonstrated so clearly. The specula- 
tion for a rise in the franc has led the Bank of France to 
absorb large quantities of foreign exchange, to increase 
the volume of notes and credits, and thereby to stimulate 
the speculative elements and so create a sort of vicious 
circle, the dangerous character of which was inscribed 
each week in the balance sheet of the bank. 

To remedy this situation the Government has thought 
it necessary to endeavour to establish more direct 
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relations between the franc and gold. It has suppressed 
the turnover tax, which applied to importers of gold 
equally with other traders. By the same measure the 
possibility was restored of using the metal in bars as a 
basis for arbitrage operations. 

Secondly, the. Bank of France has exchanged part of 
its foreign currency holdings for gold. In doing this it 
was concerned to check the speculation for a rise in the 
franc, and it was endeavouring to incorporate into the 
existing Gold Exchange Standard system some of the 
advantages of the gold standard. Everyone realizes 
that the latter would have made impossible the specula- 
tive purchases of francs of which the Bank of France had, 
and still has, to complain. The foreign countries in which 
large demands for French currency have arisen would 
have seen the drain of gold to the Paris market, created 
automatically by their purchases, restricting their credits 
and thereby checking speculation. 

In short, the Bank of France has tried by voluntary 
and deliberate action to bring about the equilibrium 
which under the gold standardis automatically established. 

Has it been perfectly right in this ? It may be doubted. 
It seems to have overlooked an important factor. In the 
problem involved—the regularization of the international 
market of the franc—gold, under the application of the 
gold standard, is not called upon to move in large sums 
in order to re-establish equilibrium, because, with the 
exchanges naturally steady, speculation is employed 
elsewhere, and gold transfers are only required to settle 
the normal difiere nces in the balance of payments. 

But the present situation of the franc is very far from 
normal. The uncertainty with which the Government 
has surrounded the future value of French currency has 
allowed an international gamble to develop which the 
conditions inherent in the gold standard cannot check, 
because they presuppose the exclusion of speculation 
on the money market. 

This explains the disquietude which the purchases of 
gold by the Bank of France have provoked abroad. 
Doubtless the following line of argument has_ been 
employed : “If it were a matter of defending the present 
rate of the franc against the speculation for a rise, the 
Government and the bank have a ready and efficacious 
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means at their disposal. It would be sufficient to apply 
legal stabilization. Since this has not been done, and 
there is no talk of doing it, have not the French leaders 
conceived the plan of using the speculative current in 
order to bring about a return to the gold standard, an 
operation which they cannot carry out without pro- 
foundly disturbing not only the market for the metal, 
but the whole of international economic life ?”’ 

In spite of appearances I refuse to believe that such a 
plan has been conceived. The Minister of Finance and 
the Bank of France cannot be unaware of the difficulties 
and complications involved by its execution. 

Can we, for example, ignore the psychological problem 
which would be created in France by the exchange on 
demand of notes for gold coins and by the free minting 
of ingots ? 

After the years of crisis undergone by the paper- 
franc, the introduction of gold pieces into circulation 
would provoke hoarding on a colossal scale, and a large 
mass of the metal would go to sleep in the proverbial 
stocking. Before the public had become accustomed to 
stability, had once more realized the advantage of a 
fiduciary circulation, and was no longer tempted to un- 
productive accumulation, thousands of millions would 
disappear like water in the sand. 

Has any attempt been made to evaluate the conse- 
quences on the gold market of this almost inevitable 
phenomenon ? Has any estimate been made of the over- 
valuation of the metal which would in this way be created? 
Has it been realized into what an economic crisis France 
and the world would be dragged by a brutal fall in 


prices ? 

One cannot even enjoy the illusion of opposing the 
interests of France to those of the rest of the world. Not 
only would she have to suffer by the rupture of inter- 
national solidarity which would be blamed on her, but, 
exhausted by the war and its consequences, she would be 
less able than any other country to resist the universal 
economic crisis provoked by a rise in the value of gold. 

For my part, I should advocate keeping to a middle 
course : the use of the gold standard according to the 
rules of the Gold Bullion Standard. Gold would not 
circulate, minting would remain inaccessible to private 
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persons, but notes would be exchangeable at the bank for 
gold bars. 

The fundamental advantages of the gold standard 
would be obtained. The franc would no longer diverge 
from its legal value except within the limits of the gold 
points. Speculation in French currency would be de- 
finitely throttled, and the internal value of the franc 
would be automatically adjusted to a parity with foreign 
currencies. 

Further, the metal would only be used for international 
settlements, and it would therefore preserve the maximum 
of stability, which is more and more regarded as the 
necessary common aim of nations whose economic life 
is definitely regulated by the value of gold. In this way 
we would avoid the necessity of proceeding with the large 
purchases which have so profoundly disquieted foreign 
centres. 

However, all this is linked up with the preliminary 
question of legal stabilization with all the consequences 
involved. 

The problem will come before the next Chamber. 
It may be that politics will not render the solution easy. 
That is why the return to the gold standard within the 
limits which I have just indicate d appears to me as a 
pious hope which a financial expert can formulate with- 
out, however, being able to say at what moment it is 
likely to be realized. 


Banking Appointments 


Mr. A. R. H. Nutting has been re-elected governor of 
the Bank of Ireland, and Mr. H. J. Millar has been 
re-elected deputy-governor. 

Mr. C. B. Leatham has been elected to the board of 
M. Samuel & Company. 

Mr. F. Lees has been appointed a joint general 
manager of the Westminster Bank and manager of the 
Lothbury office. Mr. J. Greenhill, at present chief 
accountant, has been appointed manager of the Lombard 
Street office. 
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Banking in the United States 


Latest Phase of the Discount Rate Struggle 
By H. Parker Willis 


the Federal Reserve System has been written 

during the past few weeks. Its close is not 
altogether very satisfactory from the standpoint of those 
who wish the system well. Yet, in other respects, it 
holds out some promising elements, inasmuch as it shows 
that those who are responsible for the management of 
the system as a whole have not completely put aside the 
important theoretical issues by which they are confronted. 
There have been times during the past two years when 
it seemed as if the politicians had succeeded in suppressing 
all real consideration of underlying problems, and any- 
thing that seems to work definitely against that view is, 
tpso facto, encouraging. 

It will be remembered that, during the late summer 
of 1927, the Federal Reserve Board had consented to 
a programme whereby the Reserve Bank of New York 
reduced its discount rate from 4 per cent. to 34 per cent., 
doing so on the alleged ground that such ‘action was 
intended to assist Great Britain in her return to the gold 
standard and in the maintenance of a more satisfactory 
business condition in British territory. Statements of 
this kind have been openly made by the Governor of 
one of the Reserve banks, and privately by others. It 
was unquestionably the excuse given by those who were 
responsible for the reduction of the discount rate, at a 
time when speculation was already attaining a tremen- 
dously high level. The programme which had_ been 
accepted by the board also called for the enforcement of 
this 33 per cent. rate against the other banks of the 
system, while that situated in Chicago had refused to 
accept the request of the Washington authorities. As a 
result, there had been a sharp controversy which cul- 
minated in the imperative order to the Chicago bank to 
reduce its rate as requested. Thus the whole country 
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had been placed upon a 34 per cent. basis; although, 
outside New York, against its own best judgment. 

The episode, however, had not been managed in a way 
that was altogether satisfactory to the financial authorities. 
Mr. Secretary Mellon of the Treasury had been in Europe 
during the early stages of the discussion. Immediately 
upon landing in New York he was met by officers of the 
Reserve system who urged him to participate in the 
discount rate struggle. He did so by speaking to the then 
Governor of the Federal Reserve Board over the long- 
distance telephone from New York, recommending to that 
official that no compulsion should be attempted toward 
the Chicago bank, on account of the obvious unwisdom 
of any such policy. This suggestion was not accepted, 
Governor Crissinger persisting in his policy; and soon 
after Mr. Mellon’s return to Washington the Governor’s 
resignation was announced. He was succeeded by R. A. 
Young of the Minneapolis Reserve Bank, who had been 
known as an advocate of local autonomy and of higher 
rates for the interior banks. Mr. Young, however, had 
done nothing during the autumn or winter along the lines 
that he was expected to follow. Only two events of 
decided significance had occurred—the one a statement 
by Secretary Mellon that no discount rate changes were 
to be expected as the result of Mr. Young’s selection ; the 
other a lengthy statement by President Coolidge, issued 
in response to an inquiry, early in January, to the 
effect that the volume of brokers’ loans, then about 
$4,250,000,000, was not, all things considered, dangerously 
high. 

The financial community had, however, from the 
beginning of January, been quite certain that discount 
rate changes were then undér consideration. On January 
26, the restoration of a 4 per cent. rate in Chicago was 
announced, and was locally represented as a victory for 
the Chicago bank over the wishes of the New York bank, 
and incidentally of the Bank of England. The Chicago 
‘‘ Tribune,” in a leading editorial (published February 7), 
called for the resignation of Governor Strong of the 
Federal Reserve Bank of New York, basing its demand 
on the ground that he had been attempting to control 
discount rates in the interest of Great Britain. This 
advance at Chicago was almost immediately c»pied at 

C 











22 THE BANKER 


Richmond, and there was general expectation that it 
would go all through the Federal Reserve System, but 
that a change at New York would take place last, if at all. 
However, the Federal Reserve Bank of New York raised 
its rate to 4 per cent. only a week after the Chicago bank 
had acted, announcing it on February 2. This left the 
other banks in the somewhat grotesque position of having, 
for the most part, a 34 per cent. rate at the same time that 
the New York bank had raised its rate to 4 percent. More 
friction thus developed in the system because of the 
feeling of the Western banks that they had not been 
consulted, but that an effort had been made in New York 
and Washington to forestall their policy. 

The central factor in the situation lay in the desire of 
many persons throughout the system to return to a policy 
of non-uniform rates in which each district determines its 
own rate in accordance with local conditions. This was 
the state of affairs which had prevailed during the early 
years of the system. It has always been distasteful to 
New York interests because it interfered seriously with 
the flow of funds to the stock market. The New York 
interests, therefore, and with them should generally be 
included interests centring in Philadelphia and Boston, 
had in the main desired to see a uniform rate throughout 
the country, the other banks practically accepting dicta- 
tion from New York and following in the footsteps of 
the Reserve bank of that place whenever the rate was 
changed. Some at least in the membership of the Federal 
Reserve Board, and probably the rank and file of reserve 
bankers in the interior, believe more and more strongly 
in the non-uniform rate system which had prevailed during 
the initiating period of the Reserve Banking System. 
These interior institutions had been of the opinion that in 
following the Reserve Bank of New York and in raising 
the rate to 4 per cent., they would create a differential 
of $ or I per cent. against New York City, and would thus 
be able to draw back to their own districts the banking 
funds which had become unduly concentrated in the stock 
market. In this thought they were apparently right, for 
during the few days which followed the raising of the 
Chicago rate, and before the New York bank had had time 
to act in retaliation, very large transfers occurred through 
the gold settlement fund, remittances passing steadily 
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from New York back to Chicago. The effect was to 
create indications of stringency in New York which were 
promptly relieved by the raising of the rate at that point 
to 4 per cent. Of course, it naturally followed that 
practically all of the other Reserve banks, as soon as they 
could, advanced their rate to 4 per cent. also, and pte 
again a nation-wide uniform schedule of discount rates 
was re-established. Conditions as thus developed, how- 
ever, have proven very disagreeable to the interior Reserve 
banks, while the friction which for some time has been 
apparent in the Reserve Board itself has not decreased. 
The result has been to bring the whole situation very close 
to a critical stage, the more so as congressional dissatis- 
faction with the whole state of affairs has been rendered 
acute. 

Regardless of immediate problems of interest rates 
and stock market quotations, the discount rate contro- 
versy is raising again in a good many minds the question 
whether the ambition to establish a single central bank 
in the United States is to be tolerated or not, and how to 
prevent the aggressive extension of financial influence 
from New York to the interior districts. Discussion of 
this general question has brought up several secondary 
issues, each of them of major importance, but subordinate 
to, or part of, the central banking problem. Perhaps the 
most conspicuous of all of these is the present method of 
carrying on open-market operations. As is well known, 
these operations consist of purchases and sales of bankers’ 
acceptances and Treasury certificates of indebtedness, 
and they are conducted at present by a committee of 
governors of Federal Reserve banks who make purchases 
in the New York market. These purchases are then 
allotted to the several Reserve banks as part of their 
respective portfolios. One result is to transfer the entire 
open-market activity to New York City, and thus to 
prevent practically the possibility of building up the local 
discount market at the interior Reserve banking points. 
Another effect of the system has evidently been that of 
inducing interior banks more and more to operate through 
New York banks—getting the latter, for example, to carry 
on their transactions of accepting for import or export, 
and generally committing to them all foreign financing 
functions on the ground that they are closer to the true 
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financial market of the country. It should not be under- 
stood that this policy has been distasteful to the larger 
member bankers in the interior. On the contrary, many 
of them have collaborated in bringing it about. Some 
of them are under the control, through community of 
interests, of the large New York banks; others are in 
various ways directed or influenced by these latter banks. 
The result is that they have been inclined to support a 
scheme which inevitably lessens the independence of their 
districts and places them in a position which practically 
compels dependence upon the New York financial struc- 
ture. Whether this system can be indefinitely maintained 
is the question now constantly asked by well-wishers of 
the Reserve system who do not want to see the interior 
banks become mere branch points, but who want to see 
them build up a self-sustaining, self-dependent, local 
financial position. It is not strange, therefore, that the 
discussion of the discount rate should have broadened 
the discussion of the open-market policy of Federal 
Reserve banks and of the present committee on open- 
market purchases. It would not be surprising if this 
committee should be disestablished at no very distant 
day, just as it was necessary ten years ago to disestablish 
the ambitious group whose members had begun to style 
themselves the “‘ Council of Governors (of Reserve banks).”’ 

A second fundamental issue which has been forced 
to the front is unavoidably the whole relationship of the 
Reserve system to the stock market. Extreme dependence 
upon the market has always been characteristic of 
American banking. Such dependence, prior to the forma- 
tion of the Federal Reserve System, was exhibited in the 
use of the reserves of banks for the purpose of making 
call loars. It often happened in periods of extraordinary 
speculation that the entire reserve of the nation would be 
“tied up” in this way. Then, when there was pressure 
from the banks, they would find it impossible to force a 
liquidation of their call loans, and a general suspension 
would ensue. This was what happened just after the 
panic of 1907, and had happened on various other occa- 
sions prior to that time. Its existence was among the 
major factors which led to the establishment of the 
Federal Reserve banks, and at that time the strongest 
of pledges were given by members of both political 
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parties that the operation of the new banks would be so 
managed as to keep the reserves of the members out of the 
stock market and to encourage their use in the acquisition 
of liquid securities. The Reserve banks did, indeed, 
begin their work upon some such basis as this, but the 
usual “dark forces’’ were set at work as soon as the war 
was over, to change the situation. The Reserve Bank of 
New York began to discount more and more through 
the direct presentation of member banks’ own obligations, 
with Government bonds (either owned or borrowed) as 
collateral, while it lent less and less money, comparatively 
speaking, through the discounting of eligible paper-bearing 
member bank endorsement. The Treasury Department, 
meanwhile, had also committed itself quite definitely to 
the policy of getting funds through sale of short-term 
certificates of indebtedness, which were permitted and 
expected to find a place in the bank vaults because— 
owing to their low rates of yield—the investor could not 
properly undertake to carry them; and thus it provided 
a continuous supply of obligations which could be used 
as a basis for borrowing from Reserve banks. 

Even when (as at present) Reserve banks have no very 
great amount of discounted paper, and when at the same 
time their total loans upon collateral are not large, it 
remains true that the system, instituted as just explained 
above, is none the less at work. Member banks, knowing 
of the policy of the Reserve banks, fail to make any 
endeavour to provide themselves with eligible paper, and 
merely see to it that their portfolio contains a sufficient 
quantity of Liberty Bonds or certificates of indebtedness, 
or both, so that they may be sure of getting accommoda- 
tion when they want it. This merely means that the 
banking reserves of the country are again, as they were 
before the Federal Reserve System was established, “tied 
up” in the stock market. In fact, it could not be other- 
wise, inasmuch as the aggregate of loans to brokers made 
by banks of the Reserve system has gone almost.up to 
$4,500,000,000. This is naturally a complete neutraliza- 
tion of the purpose for which the Reserve system was 
organized, and has naturally attracted the attention of 
Congress. The Senate, in fact, is now holding hearings 
as to a resolution (introduced by Senator La Follette) 
which calls upon the Reserve Board to reduce the out- 
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standing loans to brokers to the lowest “possible level,’’ 
and to take this action as soon as possible. While no such 
vague resolution is likely to be passed, the ideas embodied 
in it represent the prevalent point of view with regard to 
the existing management of the system. That manage- 
ment is regarded as weak, incompetent, or selfishly 
interested, according to the point of view of the critic. 
The major feature of the situation is that there is genuine 
and widespread dissatisfaction with conditions as they 
are now, and an apparent determination to have 
something done as soon as possible. 

It seems safe to say that a single central bank located 
in New York City and exerting its influence over the other 
units of the system in an autocratic way will not be 
tolerated. In the new legislation which is now unques- 
tionably in contemplation, the avoidance of any such 
growth will be a primary feature. Opposition to the 
ambitious scheme for a central bank in New York will, 
however, be successful only if the system can be developed 
along the lines originally intended, and this fact is today 
recognized by those who are making preparation for 
revising the Federal Reserve Act. They feel that there 
must be an actual application of the provision of the Act 
which calls for the establishment of Federal Reserve 
branches abroad. They are dissatisfied with the dis- 
position which has been shown to place all foreign 
relationships of the system in the hands of the Reserve 
Bank of New York, and they expect to see to the sub- 
stitution of definite branch organizations in foreign 
countries—in line with the programme which has been 
mapped out in the existing law. This subject has already 
been carefully canvassed among members of Congress 
who are interested in the proposed legislation, and 
approval of such measures has been expressed. It is 
believed that the creation of such branches, if brought 
about, will almost entirely alter the character’ of the 
relationship between the Reserve system and foreign 
loans and credits. There is nowhere any desire to reduce 
the amount of accommodation extended to Europe, or to 
hamper the plans mapped out for the transfer of gold 
from the United States to countries which need it for 
the re-establishment of their respective gold standards. 
All that is desired is to have these undertakings carried 
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through to success in such a manner as will best make 
them effective, and at the same time separate them from 
control by bond and stock market interests, which are 
believed at the present time to have far too large power 
of dictation. 

Other changes which are in contemplation include an 
extensive modification of the acceptance powers granted 
to banks and a limitation of the powers of Federal Reserve 
banks with regard to them—the effort in both cases to 
be that of preventing the acceptance power from being 
used either as a basis for speculation, or as a way of aiding 
the speculative storage, or “ carrying,” of agricultural 
products and others in which the bankers’ acceptance is 
now very widely used. Restoration of the original plan 
of limiting the issue of Federal Reserve notes to an amount 
determined by the volume of commercial paper actually 
discounted and brought to the Reserve banks is also 
a phase of the reform project that is under consideration. 
Probably the carrying into effect of these plans by 
formulating them as a definite Bill or measure will take 
a good many months. In the meantime, the knowledge 
on the part of banking officials that such a project is 
under way is thought likely to be of considerable influence 
in bringing about a new point of view in connection with 
the shaping of current discount policies. Specifically, 
it is expected to work strongly against another resort to 
the excessively low rate of discount which was initiated 
during the past summer. 

For the immediate present, several of the Reserve banks 
are inclined to raise their rate to 44 per cent. as against 
the present 4 per cent., and discussions looking to that 
end are already in progress. The chief obstacle in the 
way of such a change is not found in New York, but at the 
Treasury in Washington. The basis for it is the desire 
of the Treasury Department to keep rates low, in order 
thereby to enable itself to place Treasury certificates 
of indebtedness at very low rates of interest—a policy 
in which it cannot succeed without aid from the Federal 
Banking System. The current operation in which the 
department is concerned is an effort to fund the remaining 
$1,000,000,000 of third Liberty Loan Bonds outstanding. 
This may be in part, if not wholly, accomplished during 
the month of March, and if so, the way may be paved for 
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raising reserve rates with the assurance that the Treasury 
Department has practically accomplished the principal 
tasks in current finance that it has been struggling with. 
Unquestionably the discount rate issue will come to a head 
again within the next few weeks, and while the outcome is 
doubtful because of the evenly-balanced strength of the 
two conflicting parties on the rate question, there is at 
least a fair chance of raising the rate level again. This 
should have a still further effect in preventing increase 
of brokers’ loans and in checking the growth of stock 
market prices—the chief results which have for some time 
past been urgently desired by conservative financiers. 

Higher rates, a differential between districts, and 
probably a differential between long- and short-term 
paper, reduction of the preponderating influence of the 
Reserve Bank of New York, withdrawal of a substantial 
portion of bank reserve funds from the stock market, and 
the application of a much more direct and immediate 
supervision to the whole question of foreign credits and 
foreign loans, is thus seen as the programme which has 
been developed by a very influential group in and out of 
the Reserve system. It is a programme which in no 
respects is based upon a notion of cutting off or restricting 
the financial support which has been furnished to Euro- 
pean countries when the latter desire it. It is, however, 
a programme which, if carried through, would probably 
alter in very essential particulars the methods by which 
the banking system of the United States responds to the 
calls or requirements of foreign markets. 


New York Federal Reserve Bank Appointments 


Mr. A. W. Gilbart, formerly controller of cash and 
collections, and Mr. L. R. Rounds, formerly controller of 
accounts at the Federal Reserve Bank of New York, have 
been elected deputy-governors. Mr. R. M. Gidney, 
formerly controller of loans; Mr. J. W. Jones, formerly 
controller of administration; Mr. J. E. Crane, formerly 
manager of the foreign department, and Mr. W. B. 
Matteson, formerly manager of the securities department, 
have been appointed assistant deputy governors. 
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The Labour Surtax—II 
By W. H. Coates, Ph.D. 


(Lately Director of Statistics and Intelligence, Inland Revenue Department) 

AD the proposal for a surtax on investment income 
H been canvassed before the Colwyn Committee on 

National Debt and Taxation had reported, the 
central discussion would probably have raged round the 
incidence and effects of the tax. But those points re 
ceived the closest attention of that Committee, and its 
reports (majority and minority) contain an exhaustive 
examination of these very difficult aspects of a tax 
directly imposed upon a profit margin. For this reason 
it is not necessary here to enter into great detail. It will 
be sufficient to pick out the high lights, and to leave 
those who are more curious to spend a leisure hour or so 
patiently perusing the lengthy arguments and voluminous 
statistics upon which the Colwyn Committee arrived at 
their mature and reasoned conclusions. First, the dis- 
tinction must be drawn between the incidence of a tax 
and its effects. Economists have given to the term 
“incidence’’ a narrow meaning. They have limited it 
to the determination of the question upon whom the 
immediate burden of a tax as a tax finally rests. One man 
may be required to pay a tax, and the economic environ- 
ment, as wel] as the intention of the Legislature, may lead 
clearly and directly to the tax being passed, almost in 
its original form and weight, to some second person or 
persons. Impersonal taxes, or taxes im vem, normally 
fall within this class. The medium of taxation is usually 
the possession, use, or consumption of some tangible 
commodity. In such cases the incidence of the tax rests 
upon that person who is unable to pass the tax on to any 
other person. It may be impossible to identify that final 
person, but he is clearly distinguishable in the mind’s 
eye. Direct taxes, so-called, do not, however, contem- 
plate the shifting of the tax to other persons, unless the 
shifting is executed in a manner which preserves the 
identity and the form of the tax. Personal taxes fall 
within this class. The income tax is a personal tax. Its 
medium is not a thing, but a person, natural or legal. 
Its base is not a commodity, or a sum of money, but 
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certain abstract attributes of money received or receivable 
by a person. Taxes are always levied upon persons, not 
things, but the medium or base upon which the tax is 
measured varies. In the case of an income tax, the base 
is income, and income means the annual flow or volume 
of production of new wealth within a specified period, 
usually a year. There are some exceptions to this general 
statement, but they are not important enough to be 
mentioned here. As all human production consists in the 
application of labour, mental or physical, with or without 
the aid of natural agents, the measure of the annual flow 
of new production is the measure of the aggregate value 
of those services. The variety of human services is very 
large. Each of us needs many different kinds for his 
existence, his comforts, or his luxuries. As the capacity 
of each of us to supply his own requirement of services is 
limited, each obtains the quota of other services that he 
needs through exchange. To facilitate that exchange, 
nay, to make it even practicable upon a large and facile 
scale, we use a monetary economy. Every exchange of 
services which is effected and measured through money 
gives rise to income. Services thus command a price. 
The determination of the incidence of a tax upon income 
therefore involves the settlement of the question whether 
those persons upon whom an income tax is imposed can, 
under the stimulus or lash of the tax, command such a 
higher price for their services as to recoup them for the 
tax imposed upon the price of those services. There are 
many who still hold that income tax is so shifted, through 
higher prices, on to the purchaser of services. In dis- 
cussing this question the Colwyn Committee (majority) 
very properly distinguished two classes, the monopolistic 
supplier and the competitive supplier. In the case of the 
monopolist, the Committee concluded that an income tax 
“ will not affect his costs of production,” nor will it “ affect 
the price which the public are willing to pay for his goods 
unless, indeed, it makes them more careful purchasers.” 
“He cannot with impunity shift an income tax ; normally 
the price he charges will not in any way be directly affected 
by the imposition or increase of such a tax. The ex- 
ceptional case will be rare.’’ As for the competitive 
trader, the Committee (majority) thought that “he will 
find it still more difficult to pass on to the consumer any 
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part of his income tax burden.’’ The majority members 
of the Committee therefore concluded that the broad, 
economic argument that income tax is not passed on in 
price is true over practically the whole field of enterprise 
and production, and for practically the whole of the time, 
any exceptions being local and temporary and insufficient 
to invalidate that argument. Unpleasant as this con- 
clusion may be, and however unwelcome to those who 
seek to use the opposite argument in favour of a reduction 
of any rate of income tax which may be current, the fact 
that the income tax cannot be shifted from the shoulders 
of those upon whom it is laid is its chief merit. Unless it 
had that characteristic, the graduation of the income tax 
would be a foolish waste of labour. Because it has that 
feature, income tax has won its way to the forefront in 
almostevery civilized country as the most efficient, the most 
flexible, the most feared instrument of taxation that human 
ingenuity has devised. Asurtax imposed upon investment 
income would have the same attribute in its incidence. 
There remain for consideration the effects of a surtax. 
The determination of the immediate incidence of a tax 
in no way settles the question whether the tax is a good 
tax or a bad one. For this purpose the reactions of the 
tax upon taxpayers as a class, and, further, upon the 
community as a whole, need consideration. In this 
sphere again considerable help is to be derived from the 
very full examination of the effects of the income tax made 
by the Colwyn Committee. In that inquiry there were 
distinguished (a) the physical effects, and (b) the psycho- 
logical effects. Physical effects relate to the economic 
capacity of the taxpayer; psychological effects relate to 
his economic behaviour. In each case a distinction was 
made between the function of saving and the function 
of incentive or enterprise in the acquisition of income. 
The psychological effect of the tax may be examined 
first. This concerns the effect the tax may have in shifting 
the division of a man’s income between spending and 
saving, in altering the direction of his saving, and in the 
influence it may have upon the exercise of enterprise, 
initiative, and energy. In the lower range of incomes, 
between £500 and £2,000, the Colwyn Committee (majority) 
thought that saving was more largely influenced by the 
desire to accumulate capital than the desire to add to 
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income. So far as the existing tax is concerned, their 
conclusion was therefore that the tax had tended to 
depress consumption rather than savings. With income 
tax at its present level, and the growth of the tendency 
to spend rather than to save, it is at least doubtful whether 

an additional tax upon investment income would lead to 
further retrenchment of consumption expenditure. In 
many homes this way of relief must have reached its 
limit already. Much depends upon the range of existing 
commitments, such as the occupation of a given house, 
the age of children, the stage which their schooling has 
reached, past habits of expenditure upon dress, a motor- 
car, and so on. The local standing and activities of the 
taxpayer also have an influence. To change a given 
course of life involves an effort of will which in many 
cases cannot be achieved. The pressure of a heavy new 
tax may, however, within certain limits, tend to check 
further expansion of expenditure, for as income frequently 
increases with the passing years, those who would have 
expanded their present scale may resist the temptation. 
In the range of incomes above £2,000, the Colwyn Com- 
mittee (majority) thought that the total amount of tax 
taken, when viewed in relation to the aggregate income, 

prima facie suggested that existing taxation constituted 
a severe drain upon an income area which had in the 
past formed a great reservoir of savings. In this sphere 
of income, however, much weight has to be given to the 
fact that part of the income consists of war debt interest, 

which the tax is largely levied to pay. There is a double 
entry, though no measurement of it is possible. Psycho- 
logy again cannot be ignored. Yet if the facts could all 

be ascertained the committee thought that the effect on 
savings would prove to be serious. There was no evidence 
to show that in this class existing taxation exerted an 
influence in favour of extravagant spending. It is, 
indeed, doubtful whether recklessness in expenditure will 
ever be an attribute of the British character. Tem- 
porarily, perhaps, but in the long run it seems unlikely. 

Savings in this range of income—exceeding £2,000— 
more often proceed from the surplus over normal 
expenditure ‘commitments than from the deliberate 
setting aside of a definite proportion of the total income. 
So far as this view is true, an additional tax would not 







































nha - uk QPS, OS A an ee. FS 












THE LABOUR SURTAX 33 


alter the division of expenditure between consumption 
and saving ; it would diminish the allocation to the latter. 
Over the whole field of income liable to the surtax the 
argument may be summed up in the conclusion that a 
new surtax would, like the present income tax and super- 
tax, tend to shift some consumption expenditure into meet- 
ing taxation, but that a larger effect would be the cutting 
into existing savings to meet the additional burden. 

It was suggested to the Colwyn Committee that the 
existing income tax affected the direction of savings, 
because the wealthy investor on his marginal income 
feels the full weight of the standard rate of income tax 
and his highest scale rate of super-tax. It would there- 
fore be natural for him to try and increase the gross 
return secured on his investments, in order to restore 
some part of the loss imposed upon him by the tax. This 
tended to lead to more speculative enterprise. On the 
other hand, a high return connotes a larger risk of loss, 
which becomes more menacing when the expectation of 
profit is largely diminished by high taxation. Out of these 
conflicting tendencies the Colwyn Committee could not 
make much, and in the presence of a possible surtax the 
same difficulty remains. The conclusion of the majority 
members was that on balance they were not inclined to 
think the effect of high taxation on the prospective 
wealthy investor was unfavourable to industry. 

The main part of the psychological field lies beyond 
these considerations. It relates to the exercise of enter- 
prise, initiative, and energy in the production of wealth. 
Here a surtax limited to investment income seems to 
have a definite advantage over an additional tax upon all 
income. The former cuts out of its scope all private 
businesses carried on by individuals and firms, unless, 
indeed, the present definition of earned income were 
amended. Assuming for the moment that private traders 
are allowed to reckon all income from their business as 
earned, enterprise in the prosecution of their daily trading 
activities would suffer no diminution. Indeed, the weight 
of the surtax on the investment income of such men 
might stimulate them to greater efforts, simply because 
the yield of further capital invested in trade and manufac- 
ture would fall outside the reach of the new tax. The 
statistics presented by the Inland Revenue to the Colwyn 
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Committee, analysing the distribution of the capital of the 
proprietors of 310 private businesses, showed that these 
proprietors had considerable capital resources invested 
elsewhere than in their own business. Ifa surtax diverted 
much of this capital from outside investments (where its 
yield would be liable to surtax) into the private businesses 
(where its yield would not be liable), it is conceivable that 
the total income arising from its investment would be 
larger. So far as this occurred, the national income would 
rise, with a proportionately favourable effect upon 
employment. There might be a corresponding movement 
through the conversion of private limited companies 
back into private firms. Asa result of such a step, income 
normally liable to surtax would escape liability. The 
relative advantages of limited liability and avoidance of 
surtax would be carefully weighed. But another factor 
would enter. Conversion of private firms into limited 
companies has been very popular. Super-tax is thereby 
avoided on undistributed profits, provided that the 
proportion so reserved is not deemed unreasonable by 
the Special Commissioners of Income Tax. Whether the 
converse step would be worth while would depend upon 
the facts of the individual case in the light of the relative 
rates of super-tax and surtax. Apart from this, another 
way of relief would be open to the private limited com- 
pany, the shares of which are mainly held in the family 
of the chief proprietor. It would be possible to increase 
the salaries and fees paid to the managing shareholders, 
and to diminish accordingly the quantum of profits 
distributed as dividends. This act would convert invest- 
ment income into earned income, and effectively avoid the 
surtax on the former. Profits previously reserved could 
also be drawn out as earned income, and put back again 
into the business by way of additional capital, provided 
that the surtax so avoided was more onerous than any 
super-tax liability so incurred. Within the fields of 
private businesses, and businesses carried on by private 
limited companies, it may thus be concluded that a 
surtax would have little effect upon enterprise. 
Attention may now be turned to the public limited 
company, which is the largest single agent through which 
investment incomes are received. Here the main charac- 
teristic is the separation of the owner of capital from the 
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user of capital. The entrepreneur consists of the manage- 
ment of the company, its formal body of directors, and 
its executive and administrative staff. All of these are 
remunerated by salaries; that is, they receive earned 
incomes, which will not be within the scope of the surtax. 
Many, of course (especially in these days, when share 
investment schemes are growing more common), will be 
directly interested in the prosperity of the company 
through their own shareholdings, which may be of any 
range of magnitude. To that extent, though, they are in 
like case with other shareholders, and for the present 
purpose may rank with them in the consideration of the 
effects of asurtax. It is the natural and economic interest 
of the user of capital to make that capital as fruitful as 
possible. Those who are responsible for the conduct of the 
affairs of a public company concentrate their attention 
on the increase of its prosperity. To this end, the invest- 
ment of capital and the manner of its employment are 
pushed to their marginal limits. Success is measured 
by the test of profits. Profits are normally reckoned gross, 
before the imposition of direct taxation. The fact that a 
part of these profits may be swept away by a surtax on 
undistributed profits is unlikely to diminish the intensity 
of effort put into the daily conduct of the company’s 
business. Once a year heads will be shaken over thi8 
additional burden; once or twice a year there will be 
careful weighings of the effect of this loss of cash on the 
dividend policy to be pursued. But in the daily round 
the effect of the tax will be small. To the works manager, 
intent on reducing his costs; to the research chemist, 
in pursuit of a new goal; to the engineer, concerned with 
a higher level of efficiency of his machinery ; to the sales 
manager, scheming to extend his markets ; to the manag- 
ing director, planning new alliances and wide extensions 
of enterprise under his control, this new tax will be a 
thing apart. The stimulus of attempt and the pride of 
accomplishment are the ruling factors in the work of the 
day. Each man has his own task, and its proper per- 
formance is the mainspring of action. Even in the board 
room the satisfaction felt over the successful launching 
of a new branch, or the growth of old business, will be 
likely to outweigh the dissatisfaction arising from the 
imposition of a surtax upon undivided profits. As 
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already pointed out, the net amount of such profits 
retained can be controlled through a diminution of the 
profits distributed by way of dividend. The greater 
burden of the surtax will never come within the purview 
of the management of such companies. It will fall 
directly upon the debenture holders and shareholders. 

It cannot be expected to influence primarily or even 
generally the sense of public duty under which directors 
of great companies conduct their business. Just as share- 
holders in such companies never really appreciated the 
weight of the Corporation Profits Tax, because it was 
levied en bloc, before the profits were distributed, so, vice 
versa, Will the companies not fully appreciate the burden 
laid by a surtax upon individual investment incomes 
after the profits are distributed. In this fact lies one of 
the most insidious features of the surtax. However 
regrettable it may be, from the point of view of those who 
intensely dislike the suggested new tax, it is one good 
feature of the surtax that it touches but lightly the 
incentive to add to the annual production of new 
wealth. 

Similar considerations apply generally to the field of 
interest. That arising on debentures has been already 
fully covered. Interest on bank deposits is in like case. It 
is a deduction in computing the profits of the bank. 
From the bank’s point of view, surtax on this interest 
would not be in question. Interest on mortgages must 
be discussed under rents. There remains interest arising 
on foreign securities, e.g. of Dominion and foreign com- 
panies. There the motive force creating new wealth is 
even farther from the control of those who would suffer 
the burden of the tax. Interest on loans to local govern- 
ment authorities, corporations, county, urban, and rural 
district councils, and the like, while liable to tax in the 
hands of the lenders, would not be affected in the eyes 
of the authorities concerned, except so far as this interest 
was payable out of profits arising from municipal or 
similar enterprise, such as electricity undertakings, water- 
works, etc. In that sphere, it may be that the tax would 
be imposed upon the excess of the total profits arising 
over the total interest distributable to holders of local 
government loan scrip. Such a course would clearly be 
undesirable, as it would in most cases find immediate 




































TTL I | TLE DERE AD DER ISI EE IUOE Ea TI 





PSR 


o1 








THE LABOUR SURTAX 37 


reflection in the level of the rates. It appears to be no 
part of the Labour Party policy to increase that particular 
burden, which has so often met with a proper condemna- 
tion from the lips of some of its leaders. In any case, 
it is difficult to conceive that, even if so unwise a step were 
taken, the initiative energy and enterprise of the elected 
councils, or their efficient municipal civil servants, would 
be adversely affected. Finally, there is the interest on 
the National Debt. Such part of it as flows abroad may 
be assumed to be outside the scope of a surtax. Interest 
received by residents within the United Kingdom would 
be liable in the hands of the recipients. The tax could 
not be shifted. The bargain has been made, and only 
in the case of conversions would there be any room for the 
effects of the tax to make themselves felt. That aspect 
of the matter is of the greatest importance, but it affects 
a larger field, which will need examination later. 

The rental value of property owned, or owned and 
occupied, by individuals resident in the country would 
be within the scope of the tax. It would be beyond the 
scope of this article to enter into a long discussion of the 
theory of rent, or to analyse it into its constituent parts, 
and to endeavour to trace the effect of the surtax upon 
each. Rents are determined by the ebb and flow of 
demand and supply. On the demand side, the tax will 
affect incomes, and may tend in some cases to a holding 
back from a more expensive house. But the tie of 
existing commitments is strong, and in few things are 
men so tenacious of external signs of social status as 
the kind of house they occupy. Where there is a weaker 
point of resistance, e.g. savings, the more resistant 
factor of house room is likely to remain unscathed. In- 
dividual psychology will be the determining factor, and 
experience alone can show the answer to so difficult a 
problem. But even if demand remains unchanged, supply 
may be affected. A surtax would cut into the remunera- 
tion for the capital cost of building, and so might diminish 
the willingness to invest in this form of enterprise. That 
is, however, part of the general question of the effect of 
the tax upon the incentive to save. To the extent that 
there is an economic rent of the site over and above the 
interest on the building, the tax rests upon a firmer base. 
Such a rent is determined by well-known forces and 
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conditions. It is entirely inelastic in the face of a direct 
tax of the nature of a surtax. 

Taxation per se naturally affects savings. As Mr. 
Hirst told the Colwyn Committee, “taxes do not so much 
deter as prevent savings.’’ In other words, taxes take, 
in the aggregate, from the pockets of the taxpayers 
moneys, some or all of which they would, in the mass, 
have put aside for the future. Though this view is gener- 
ally accepted, it proceeds from general reasoning rather 
than from direct proof. In dealing with savings, there is 
little definite information upon which a logical thesis 
can be erected. The Colwyn Report revealed for the first 
time some definite information as to the volume of savings 
made by joint-stock enterprise, from which it was learned, 
with no little surprise, how large an element in the 
national savings was this source. Probably not less than 
30 per cent. of the total is so provided. The possible 
effects of a surtax upon this part of the field have already 
been examined. It is the remainder of the field, that 
which arises from the efforts of individuals, which is now 
in question. In this area there is no statistical guide. 
All that can be done is to divide income owners into 
classes, and construct a priori hypotheses as to the course 
of action likely to be followed by each class taken as a 
whole. For a surtax, it will be desirable first to distin- 
guish those men who carry on a business or profession 
on their own account, either alone or in partnership, 
from those whose income proceeds from other sources, 
which, as respects earned income, will consist mainly of 
employments of one kind or another. 

Men in the first category will derive, as a rule, 
a large part of their income from their daily activities. 
Such income will not be liable to surtax. On the other 
hand, those who own a business, as distinguished from 
those who pursue a profession, will normally be anxious 
to add to their business capital. Now the total income 
may consist partly of investment income, which will be 
liable to surtax. Nevertheless, the incentive to provide 
for the capital requirements of the business will often be 
so strong as to overcome in some measure the otherwise 
adverse effect on savings of the surtax on the investment 
income. A part of the annual savings of such a man may 
indeed be diverted from outside investments, where the 
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income would be liable to surtax, into the private 
business where the income would be exempt. In this 
category it may well happen that the effects of the 
surtax on savings will be small. In the main its inno- 
cuousness must be traced to the exemption from the new 
burden of earned income. Turning now to the second 
category, that which includes men whose income proceeds 
entirely from employments, or from investment sources, 
or partly from each of these classes, it is necessary to 
distinguish certain subdivisions. As the urge to save in 
order to extend a private business is absent, the cause 
of savings must be sought elsewhere. Broadly speaking, 
two sub-classes may be defined. The first consists of 
those whose incomes are large enough to provide all the 
necessaries, comforts and luxuries that are desired. To 
them the volume of savings is determined by the surplus 
that remains. This will be invested. In this range of 
income, which though usually of substantial amount is 
not necessarily so, the surtax will definitely cut into 
savings. Substantial incomes are normally ‘associated 
with years ; they are the possession of men of middle age 
or riper years. At this stage in life standards tend to be 
set ; commitments tend to have been entered into ; neither 
is easily changed. The weakest point of resistance is 
savings. On the whole they will assuredly suffer. The 
second sub-class may be defined as consisting of those 
men who have set themselves some definite standard of 
savings, such as the maintenance of life policies, the 
repayment by fixed instalments of loans or mortgages 
used to acquire some capital in a fixed form. In this, the 
middle range of incomes, the effort to maintain savings 
will be stronger. To depart from contracts made, or 
purposes set up, would be a wrench. Where the standard 
of living and existing commitments permit there will be 
a struggle to shift part of the burden of the new tax back 
on to consumption expenditure, so as to leave the savings 
intact. But a large number of incomes in this class will 
not permit of this course. Then savings will suffer. The 
loss in the aggregate cannot be small. It is not pretended 
that this rough classification neatly and cleanly earmarks 
all the cases that will occur. Life is infinitely various. 
In each class will be intermediate classes, partaking of 


the nature of each. But taken by and large, it is beyond 
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doubt that the effect of the surtax as a whole will be to 
entrench upon the volume of private savings. It is 
hazardous to attempt to put an estimate of the loss into 
figures; but, if an impressional figure has any value, the 
writer would not hesitate to say that not less than two- 
thirds of the yield of the surtax derived from investment 
incomes in private hands would be collected primarily at 
the cost of national savings. To this loss must be added 
any further loss which arises from the application of the 
surtax to company reserves. So far as companies reduce 
their reserves, because of the burden of surtax, the 
national savings will suffer a further fall. So far as they 
maintain them, and throw off the burden of the tax by 
reducing dividends, the volume of investment income, 
which constitutes a large part of the general reservoir of 
income out of which private savings are made, will be 
correspondingly reduced, and the greater part of that 
reduction will be converted directly into a further source 
of loss of private savings. 

To this aggregate loss of savings, arising from a surtax, 
there is one set-off. ‘‘The argument that taxation for 
the service of the debt increases total savings is very 
strong as respects taxation for repayment of debt. It is, 
indeed, incontestable, so far as it goes. It can safely be 
taken that very little of the repaid loan is treated as 
income and spent on consumption; the proportion of 
taxation which is paid at the expense of consumption 
must be much larger.’’ (Colwyn Majority Report, para. 
275.) While this may be true of the existing burden of 
direct taxation, and while it may still be true as respects 
that part of the surtax which will be met out of consump- 
tion expenditure, the relative importance of the set-off 
in regard to surtax must be much smaller than that in 
regard to the present income tax and super-tax. As the 
pressure of taxation increases consumption expenditure 
as an absorbent grows more dense. As in a snowdrift 
penetration is easy at first, but rapidly becomes more 
difficult, until further progress is impossible. The direc- 
tion of this tendency will be the same; its force may be of 
equal power, but the strength of the resistance opposed 
to it will be increased. Each section or slice of income 
expended for consumption purposes has its own particular 
degree of utility. Proceeding upwards from the lowest 
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or first slices of income, the utility of the goods and 
services bought tends to decrease. Necessities come first ; 
their utility is greatest. Comforts and luxuries follow; 
their utility is smaller. When a tax begins to impinge 
upon consumption expenditure, the goods and services 
yielding the smaller utilities are the first cut off. As the 
need or desire for further retrenchment proceeds, the 
utility of the next range of goods or services to be con- 
sidered for retrenchment increases. A point must be 
reached when the decision lies between the utility of the 
present consumption expenditure and the utility of the 
future benefits to be derived from saving. In many 
ranges of middle-class income the existing income tax 
and super-tax have already eaten far into the expenditure 
on utilities of the smaller range of values. A surtax 
would have to make its way against utilities of a higher 
order. Upon this argument rests the conclusion that a 
surtax would bite deeply into the present volume of 
individual savings. 

A more important counterweight to the ravages of a 
surtax upon the volume of savings may lie in the use to 
which the proceeds of the surtax are put. At this point 
the argument threatens to touch the political sphere, 
with which it has designedly no connection. The purpose 
is to keep within the economic ambit of the subject. 
Nothing that is said here bears upon the political aspect 
of the surtax. It is, however, legitimate to inquire what 
was the intention of those responsible for the initial 
proposals, and to note how far that intention may seem 
to have been modified by subsequent statements. The 
minority members of the Colwyn Committee said : “ We 
recommend, therefore, that if there be no Capital Levy, 
an additional annual charge be imposed upon investment 
incomes for the purpose of debt redemption. ... We 
are putting forward this proposal with the object of 
safeguarding the more rapid redemption of the debt, and 
of ensuring that sufficient funds will be available for this 
purpose, notwithstanding any increase of expenditure 
which the nation may be called upon in the future to 
incur”’ (para. 245). So far as the proceeds of the tax 
are devoted to debt reduction, the ill-effects of the tax 
upon national savings will be largely eliminated. It was 
clearly the intention of the Colwyn minority that the 
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whole of the proceeds should be applied to this end. The 
additional sum so to be spent was contemplated at 
£100,000,000 per annum. Although the report is not 
entirely clear on the point, this sum appears to be 
additional to the existing sinking fund of £50,000,000 
per annum. On the desirability of increasing the present 
sinking fund, there was little difference in view between 
the majority and the minority members of the com- 
mittee. The difference was one of degree only. While 
the majority favoured raising the present provision from 
£50,000,000 to £100,000,000, the minority apparently 
aimed at a revised figure of £150,000,000. The period 
during which this change was to be accomplished also 
differed. To the minority immediate action seemed 
imperative. To the majority it seemed sufficient to aim 
at an increase to £75,000,000 “as early as possible,” 
which was defined as probably within five years; the 
balance was to be gained over a period of seven to ten 
years—though it is not clear whether these two periods 
were concurrent or consecutive. The real difference 
between the two opinions lay in the fact that the minority 
contemplated and recommended definitely a new tax, 
while the majority hoped that their recommendations 
would be made feasible without additional taxation. 
In the long run the proposals become identical, for the 
use of the growing produce of the revenue for debt 
redemption really involves two steps, viz. first, a 
national reduction of existing taxation, and, secondly, 
a reimposition of the remitted taxation for debt redemp- 
tion. So far as an expanding revenue yields additional 
resources to the Exchequer, the additional taxation 
imposed by a surtax would be mitigated by the applica- 
tion of those new resources to the reduction of existing 
taxes. One policy would wait for the additional revenue, 
and till then leave debt redemption as it stands; the 
other would attack the debt in a fierce fashion imme- 
diately, and let the taxpayer have his jam of reduced 
taxation when expanding revenue justified the treat. 
It is always unpleasant to pay off debt quickly, but it is 
always courageous. The acid test is whether too bold a 
venture may not react so badly on the creation of new 
wealth that it may be a case of always jam tomorrow, 
and never jam today. 
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In considering the relation between the inroad of the 
surtax into savings and the purposes to which the pro- 
duce of the tax is applied, it is as well to cut out the 
confusion which is engendered by the collection and re- 
distribution of debt interest through Government agency. 
By calling the obverse of the process “taxation” and the 
reverse ‘‘debt redemption,” the realities of the situation 
are obscured. In truth, the citizens of this country owe 
the debt to one another. Because money in the form of 
war loans was obtainable, generally speaking, from those 
who either had surplus resources or who, by penurious 
and patriotic effort, carved savings out of slender means, 
and because also taxation, levied upon incomes on a 
graduated basis, falls mostly on individuals in the same 
class, it happens that the debt holders and income-tax 
payers are, over a wide field, the same people. The pro- 
portions in which any individual, or class of individuals 
when ranged according to total income, pays taxation 
on the one hand and receives debt interest on the other 
hand, are of all orders, but that fact is irrelevant to the 
present argument. This is so because it is possible to 
conceive of such a rearrangement of investment holdings 
throughout the class as a whole, as would leave each 
individual with a title to debt interest closely approxi- 
mate, on a relative basis, to the amount of taxation 
borne by him which is applied to the debt service. It is 
therefore legitimate to look at the problem in bulk. 
From that point of view, taxation levied for the purpose 
of a sinking fund means simply that a sum is taken out 
of current income and applied to the extinction of a debt. 
The money collected from income is withdrawn either 
from current expenditure on consumption or from 
savings. When the money is received back as repayment 
of capital, there is every reason to suppose that the owner 
will continue to clothe it with the sanctity of capital, 
and regard it, not as money to be spent on current con- 
sumption, but as money to be reinvested as quickly and 
soundly as possible. To him it is not new savings, but 
old savings. So far as the taxpayer took it out of current 
consumption expenditure, it is, however, new savings, 
in the real sense. Goods and services would have been 
consumed by the taxpayer; by the repaid debt holder 
they will be conserved, in the form of capital. It is true 
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that the nominal capital of the nation may not be in- 
creased, but no value is to be attached to this aspect of 
the matter. To regret this effect involves the fallacy 
that the greater the debt the greater the wealth of the 
country. National debt is a mirage of capital ; its extinc- 
tion and replacement by solid capital may leave the 
nominal total unchanged, yet swell the real capital avail- 
able for employment. Some may contend that the base 
of credit is consequently restricted, but now the gold 
standard has been restored this is of little consequence. 
The Colwyn minority quite rightly attached considerable 
importance to this effect of taxation for the purpose of 
debt redemption. “Taxation of income for debt redemp- 
tion, on the other hand, is a certain method of transferring 
money from income to capital, i.e. of increasing savings.” 
(Para. 244.) Detailed reasons opposed to this view when 
a new surtax is in question have already been given and 
need not be further expounded at this point. Instead, 
attention may now be turned to those taxpayers who 
meet the additional taxation levied for debt redemption 
purposes out of savings. Those who would have saved 
part with their funds to the State in the form of a tax; 
the State then repays part of its debt and the funds in 
question pass to the holder of the debt, who will normally 
reinvest them in order to maintain the corpus of his 
capital. The original savings are still made, though 
not by the same individual. Here again, the nominal 
aggregate capital in private hands is not increased by the 
new savings. The addition which would have been made 
in the ordinary course is balanced by the reduction of the 
debt. Real capital—that is, capital engaged in the active 
production of new wealth—is increased. Nominal capital 
remains the same in amount. Taxation for the purpose of 
repayment of national debt is thus seen, other things 
being equal, to have little,if any, adverse effect on the 
total volume of new savings. So far as it may reduce 
consumption expenditure, its aggregate effects are bene- 
ficial. There is little scope for further advance in this 
direction through the imposition of a surtax, inasmuch as 
in all probability a stage near the maximum effect has 
already been reached. So far as it may reduce savings 
in the hands of taxpayers, it will increase real savings 
in the hands of repaid debt holders. To some extent, 
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however, other things are not equal. Those for whom 
the growth of their personal fund of saved capital is 
thus restricted may have their general view on the benefits 
of savings efforts damped down. Savings may also be 
taken from hands in which they would have a greater 
productive use and placed in hands in which they would 
have a smaller. A surtax in this respect will not have so 
bad an effect as a general tax upon income, because of its 
particular incidence upon investment income. Earned 
income is exempt. Transfers of savings will not normally 
be from privately-owned business to corporate enter- 
prise, but internally in the general investment field. 
The general distribution of investment resources may be 
altered in detail, but the aggregate effect is not likely to 
be large. It is just as easily conceivable that the new 
distribution may be favourable to industry as a whole, 
as that it may be adverse. 

An altogether different effect would arise if the pro- 
ceeds of a surtax were used, wholly or in part, for what are 
known as social services. The Colwyn minority members 
did not contemplate the application of any part of the 
produce of the surtax to such ends. That is a later 
development. It emerged during the proceedings at the 
Blackpool Labour Conference, when the text of ~ 
official resolution (which has already been quoted), 
well as some of the speeches, clearly showed that Bo 
was another school of thought in the Labour Party, 
which looked to the produce of the new tax to provide 
additional funds for expenditure upon social services. 
According to Labour Leaflet No. 206, these services 
include the following objects : 


(1) Poverty and unemployment must be attacked. 

(2) Rates must be reduced by more generous assistance to local 
authorities from national funds. 

(3) Development schemes which will increase the nation’s pro- 
duction must be set on foot. 

(4) The school age must be raised with provision for adequate 
maintenance grants. 

(5) The burden of the National Debt must be lightened. 


(6) The standard of life must be raised. 


Can this be done ? 
It can be done by the Surtax. 
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To discuss these objects would be beyond the scope 
of this article. It would take the argument far into the 
political field. But it may be noted that the lightening 
of the burden of the National Debt stands fifth in order, 
and not first, or even second. There is clearly a conflict 
in the Labour Party upon this crucial point. Yet it is 
of the essence of the whole matter. To apply the proceeds 
of the surtax, wholly or even mainly, to social services, 
as distinguished from the reduction of debt, would 
lead to effects upon the volume of annual wealth produc- 
tion which can only be described as lamentable. The 
annual volume of savings would be immediately reduced 
pro tanto. There would be no set-off, no balancing item 
on the other side, except long-distance and problematical 
effects upon the productive capacity of the workers 
arising out of the better standard of living which should 
flow from additional expenditure upon social services. 
The yearly growth of capital employed in industry would 
be reduced to the extent to which social services expendi- 
ture was increased, and possibly more. While the general 
body of taxpayers might grumble against additional 
taxation for debt redemption purposes, they would at 
least recognize the general truth that this course, unwel- 
come and repugnant as it might be, did not involve a 
sacrifice of aggregate annual savings. They might allege 
that it would encourage them to wild and wasteful living, 
to shameless expenditure upon unproductive luxuries, 
but it is not unlikely that such talk would be mainiy 
bark, with little bite. The alternative use of the produce 
of the tax would be much more likely to lead to bite as 
well as bark. Deep regret can only be expressed at the 
lack of realization, by those who urge such an employment 
of the proceeds of additional taxation, that capital is a 
blessing to all engaged in industry, and a curse to no one, 
whatever be his status. Machine power at the elbow of 
the worker means additional production, which can only 
be marketed by the “capitalist’’ at lower prices. Lower 
prices mean a larger real wage, and in the result the 
worker is the chief beneficiary. The need for new capital 
expenditure in industry is always urgent. To improve 
processes, to take advantage of every new invention, 
to rearrange plants in the most modern way, to increase 
the horse-power of industry, to improve the working 
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conditions of the rank and file, to build better houses, 
to provide recreation grounds, and for a_ thousand 
other purposes, industry constantly requires capital. 
This is a time of major change in the industries of this 
country. On the one hand, there are the shrinking 
export industries, and on the other hand the gradual 
growth of new activities. In the former, old capital has 
to be written off ; provision has to be made for modernizing 
plants which will still be required; the costs incidental 
to the rearrangement of capital arising out of the successful 
consolidation of the present small scattered units into 
large-scale organizations will have to be met. In the 
latter, the gradual growth which is hoped for can only 
be accomplished with the aid of new capital. Even 
in normal times, the excision of a part of national 
savings would be regrettable; in the present abnormal 
conditions of industry it would be disastrous. The 
Colwyn Committee majority found that our national 
savings have already exhibited a decline from pre-war 
days which, expressed in the present money values, may 
amount to something like {150 to {200 millions per 
annum. Short by this amount already, it would be foolish 
to the verge of rashness to cut farther into the savings 
available for industry by taxing away such savings from 
people who make them and applying the funds so raised 
to objects which, however worthy in themselves, do not 
compare in value with the benefits to be obtained from 
the employment of such funds in industry. Until a 
substantial part of the unemployed have again found a 
place in industry, until the instruments of production at 
the command of the worker have been brought to a 
higher plane of efficiency, until the rearrangement and 
rationalization of the export industries have been accom- 
plished, let us concentrate on giving the fathers bread 
before we spend additional moneys on giving their 
children more education. Poverty and unemployment 
must, indeed, be attacked, but from an end which, 
by ensuring the worker employment, preserves and 
strengthens his self-respect, and not from the end 
which, because it merely gives him charity, unemploy- 
ment benefit or poor rate relief, saps at the very root of 
his pride. 
(To be concluded) 
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The South Manchurian Loan 


Negotiations 
By J. O. P. Bland 
Th. story of the abortive loan negotiations, between 
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Messrs. J. P. Morgan & Co. and the South Man- 

churian Railway, presents several features of more 
than passing interest, and points a moral which will, no 
doubt, be laid to heart by those concerned in Far Eastern 
finance. In its initial stage the story reflects the steadily 
increasing importance of Manchuria’s production of food 
supplies and raw materials to Japan and, at the same 
time, her anxiety to maintain friendly relations with 
China as the chief potential market for her manufac- 
tures. In its conclusion it throws instructive light upon 
the Far Eastern policy of the State Department at 
Washington, and affords a remarkable illustration of the 
manner in which that policy and public opinion, as 
represented by the American Press, are liable to be 
influenced by the skilfully directed propaganda of 
Chinese “‘Nationalism.”” I have recently had occasion 
to draw attention* to the highly-organized machinery, 
much of it borrowed direct from Moscow, whereby the 
Cantonese group of Nationalists has secured the sympathy 
and support of an influential body of public opinion in 
the States, composed largely of church societies and 
organizations for the promotion of education, pacifism, 
and social reform. By means of a system of interlocking 
directorates and co-operation between these religious 
and semi-political “‘up-lift’’ societies, a body of public 
opinion is shaped and controlled which, in its turn, 
exercises a powerful influence on American politics, 
domestic and foreign. The fate of the South Manchurian 
Railway loan negotiations provides a significant example 
of the results of this influence. 

Before proceeding to discuss the course of the loan 
negotiations, it may be well to recapitulate, as briefly as 
possible, the main facts of Japan’s position as owner of 
the South Manchurian Railway and of those other 





* “English Review,” January 1928. 
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“special interests’’ which have been recognized or 
conceded at various times by the Chinese Government 
since Japan drove Russia from the Liaotung peninsula 
in 1905. It is necessary that this position should be 
clearly understood because, in protesting against the 
proposed loan, both the Chinese Minister at Washington 
and the Foreign Minister of the Nationalist Government 
at Nanking have either ignored or misrepresented it. 
Chinese propaganda on the subject and the majority of 
publicists in the United States have proceeded on the 
assumption that the rights and ‘“‘special interests” 
enjoyed in Manchuria by Japan, under treaties concluded 
with China since 1905, which were formally recognized 
by America in 1917, have now lapsed and been annulled, 
by virtue of the international agreements concluded at 
the Washington Conference in 1922. For the purposes 
of their case, they blandly assume that Manchuria is an 
integral part of China, and that, as regards railway 
construction and finance, the Chinese authorities can 
claim to exercise there complete freedom of action, 
under conditions identical with those which obtain in 
other parts of the country. In so doing they simply 
ignore the “unequal Treaties,’ in which the Chinese 
Government has repeatedly confirmed the position of 
Japan, as successor to Russia, in respect of the leased 
territory of Liaotung, and railway zones in Manchuria. 
They also ignore the fact that neither at the Washington 
Conference nor at the International Conferences sub- 
sequently held at Peking (1925) was anything said or 
done by the statesmen representing Japan to lend 
colour to the idea that the Government of the Mikado 
will ever voluntarily abandon the position of economic 
and strategical advantage achieved at the cost of two 
wars and after years of patient industrial development. 
On the contrary, Baron Shidehara made it perfectly 
clear at the Washington Conference that Japan regards 
this position, and the rights thereby conferred, as vitally 
necessary to her national existence, and that she will 
continue to develop it by all the means at her disposal. 
In dealing with the recent manoeuvres of the Chinese to 
challenge or undermine this position, in connection with 
the South Manchurian Railway, the Japanese Minister at 
Peking and the authorities at Dairen have been equally 
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frank. The vice-president of the railway, Mr. Matsuoka, 
has plainly warned the Chinese authorities that if they 
persist in a policy which ignores their definite obligations, 
the Japanese Government may be compelled to remind 
them that Manchuria is not an integral part of China, 
and that it may be necessary to deal with it accordingly. 
Japan, he declared, would be only too pleased to see 
the Chinese develop railway construction in Manchuria, 
and would gladly render them any assistance required to 
that end; at the same time she reserves the right, as 
heretofore, to object to any enterprises (such as the 
proposed line from Hai Lung-cheng to Kirin) which 
would violate definite and long-standing agreements, 
and which must inflict serious injury upon the economic 
position of the South Manchurian Railway system and 
its affiliated interests. Mr. Yoshizawa, the Japanese 
Minister at Peking, publicly expressed the opinion last 
August that, there being no prospect of any relief from 
the chaotic conditions now prevailing in China, it might 
be necessary for the Powers, under an international 
agreement, to take over and administer Chinese railways. 
It will thus be seen that the realities of the situation, as 
stated by responsible Japanese authorities, are wholly 
ignored by the “sovereign rights” agitation of the 
Nationalists’ propaganda. 

The first reports of the negotiations between the 
American financiers and the Japanese authorities for a 
40 million dollars loan to the South Manchurian Railway 
were, on the whole, favourably received by the American 
Press. After his return from Japan in November Mr. 
Lamont, of Messrs. J. P. Morgan, had occasion to discuss 
the matter unofficially with President Coolidge and Mr. 
Secretary Kellogg: the State Department subsequently 
let it be known that the Government saw no reasons for 
objecting to the proposed loan. The “Christian Science 
Monitor,” of Boston, one of the few newspapers in 
America with ideas of its own in regard to foreign 
affairs, observed, with reference to Baron Tanaka’s 
“positive policy” in Manchuria, that “what Japan was 
doing for the protection of her economic position and 
acquired rights was no more than other States have in 
varying degrees been moved to do.” The “Brooklyn 
Eagle ’’ (October 3) emphasized the fact that the Pax 
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cities maintained throughout the region traversed 
by the South Manchurian Railway system, had served to 
make Manchuria amazingly prosperous, to the great and 
immediate benefit of vast numbers of Chinese, refugees 
from Shantung and other provinces devastated by civil 
war and famine. As the result of Japan’s “peaceful 
penetration,’ Manchuria, with a population of 25 millions, 
was buying more agricultural machinery than all the rest 
of China put together. Over two millions of Shantung 
peasants had already made their way into the country, 
the only peaceful and prosperous oasis in the wilderness 
of Chinese misrule. It is of interest to note there are 
now ninety-nine Chinese to every Japanese in Manchuria. 
The State Department’s tacit endorsement of the loan 
negotiations was generally welcomed by the foreign Press 
in China as evidence that public opinion in the United 
States was beginning to appreciate the real nature of 
China’s problems and to attach more importance to the 
material well-being of the Chinese people than to the 
clamour of a group of politicians, whose activities for 
many years past have been consistently destructive. 
Unfortunately, those who took this optimistic view had 
failed to reckon with the insidious and far-reaching 
influence of the Nationalists’ propaganda. They had also 
failed to allow for the fact that the American Government’s 
foreign policy never attempts to lead, but merely follows, 
public opinion, and that the latter, being generally senti- 
mental and uninformed, could easily be misdirected into 
championship of “patriotic aspirations,’’ which in reality 
represent only disruptive forces of tyranny and mal- 
administration. The unfortunate result of the Nationalists’ 
plausible propaganda, professing its devotion to progres- 
sive political ideals, has been to confine the benefits of 
America’s traditional disinterested friendship for the 
Chinese people to the class of semi-westernized politicians 
and officials which is ruthlessly oppressing and exploiting 
them. The situation thus created becomes the more 
remarkable when one reflects that public opinion in 
America has steadily declined to recognize the Bolshevik 
regime in Russia, and still maintains its sympathy for the 
inarticulate victims of that particular form of tyranny. 
The first protest lodged by the Chinese Minister at 
Washington (Mr. Alfred Sze) against the proposed loan 
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emanated in November from the China Council of the 
“Institute of Pacific Relations.’ This institute, whose 
headquarters are at Honolulu, owes its origin, and a good 
many of its ideas on pacifism, to Mr. Fletcher Brockman, 
of the Central Committee of the American Y.M.C.A. It 
has been persistently active, in conjunction with the 
notorious “‘ National Christian Council,’”’ in enlisting the 
sympathy and support of religious and educational 
organizations on behalf of the Nationalist faction, even 
when the latter was openly allied to Bolshevism and 
denounced by responsible missionary opinion on the spot. 
Another protest, published by the Chinese Legation at 
Washington, emanated from the Chamber of Commerce 
of the Chapei district of Shanghai, a body prominently 
identified with “Red” propaganda. It urged “‘the U.S. 
Government and people to preserve friendly relations 
between our countries by refusing participation in the 
proposed loan,” as calculated to promote Japan’s designs 
upon China’s sovereignty in Manchuria and Mongolia. 
Next came a protest from Yang Yu-ting, chief of staff to 
the Manchurian war lord, Chang Tso-lin. It declared 
that “the Chinese had elaborate plans to develop Man- 
churia and did not need Japanese help.’ Peking, it 
announced, would welcome a direct American loan to 
China, or American participation in the Chinese develop- 
ment of Manchuria. The “New York Times” correspon- 
dent cabled Mr. Yang’s further opinion, that the Chinese 
people would consider the loan to Japan as a provocative 
act, for which they would hold the American Government 
responsible! At the beginning of December, the 
Nationalist Foreign Minister, Dr. C. C. Wu, took a 
hand, by cabling direct to Mr. Secretary Kellogg. He 
denounced the South Manchurian Railway as a symbol 
and instrument of alien domination, and declared that 
if the State Department sanctioned the loan it would be 
a sad departure from its traditional policy of ‘“‘ Hands 
off China.”’ In a subsequent interview, Dr. Wu described 
it as a “blow to Chinese Nationalism ’”’ which was bound 
to affect Chinese sentiment towards America. He was 
also reported as having said that the Nationalists’ objec- 
tions to the loan might be modified if the American 
bankers would negotiate another with the Nanking 
Government. Following these public utterances, quiet 
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pressure was brought to bear upon a number of American 
commercial houses operating in China, by whom repre- 
sentations were made to the State Department that the 
loan might lead to a boycott of American goods. By 
this time the effect of a steadily directed publicity, the 
harvest of false ‘‘anti-Imperialist”’ sentiment freely sown 
by Chinese and Moscovite propagandists, was making 
itself felt in the Press, and a distinct change became 
manifest in the attitude of the State Department. Early 
in December it was announced at Washington that the 
bankers interested in the proposed loan had decided to 
postpone negotiations indefinitely. In recording this 
conclusion of the matter, the ““‘New York Journal of 
Commerce”’ stated that, while the loan was not opposed 
by the American Government as a matter of general 
policy, it was nevertheless a source of embarrassment, as 
the Government did not wish to appear to be supporting 
Japan’s policy in Manchuria. 

It is to be observed that there is nothing unusual or 
remarkable in the Moscovite propaganda, whereby public 
opinion in America has been led to sympathize with what 
is actually a predatory anti-foreign movement in China. 
Nor is there anything unexpected in the attitude of 
Chinese officialdom towards the loan, inasmuch as it 
represents two fixed principles of Chinese statecraft : 
namely, to play off one barbarian against another, and to 
get money at all costs. But there is surely something 
noteworthy in the fact that the American Government 
and Press should have yielded without sign of dissent 
to the influences thus created ; that public opinion should 
be disposed to acquiesce without question in the embargo 
thus placed upon the use of American capital for the 
peaceful development of a region which offers a means 
of livelihood and security from oppression to millions 
of hungry and desperate Chinese refugees. It speaks 
volumes for the docility of American bankers, who have 
some knowledge of the facts of the case, and some access 
to the Press, that little or nothing has been done to bring 
the truth of the matter before the public. Amidst all the 
stereotyped platitudes of the popular Press on the subject, 
you will seek in vain for any reference to the all-important 
fact that the South Manchurian Railway was definitely 
ceded by China, first to Russia, and then to Japan, and 
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that the latter’s right to veto parallel lines competing 
with the South Manchurian system was also conferred 
by treaty, long before the ‘‘ Twenty-one Demands” were 
ever heard of. Apparently not a voice has been raised 
by anyone in authority to remind the public that 
English and American capital has been provided for 
the purposes of the railway in the past (the last loan was 
in 1923) without sign of protest from the Chinese Gov- 
ernment; also that in connection with Manchuria the 
latter has not hesitated to incur heavy financial obliga- 
tions (still undischarged) to Japan. No one has come 
forward to point out that the professed ability and 
intention of the Chinese to build their own railways, and 
their desire to raise foreign loans for that purpose, are 
manifestly absurd, although the ingenuous nature of these 
professions is sufficiently demonstrated by the deplorable 
conditions of such lines as are still working in China and 
by the actual quotations for Chinese railway loans on the 
London market. A simple statement of these and other 
relevant facts by Mr. Secretary Kellogg to the journalists 
of Washington would have gone far to counteract the 
Nationalists’ delusive propaganda. But the word has 
not been spoken, and the Oriental diplomacy of a 
handful of politicians, pledged to the pursuance of 
suicidal party strife, has scored yet another triumph 
over the “outer barbarian.” 
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BANK OF ENGLAND 
HE half-yearly General Court of the Governor 
and Company of the Bank of England was held 
on March 22 in the Bank Parlour. 

The Deputy Governor, who presided in the absence 
of the Governor, said that the profits of the half-year 
ended February 29 last, after making provision for all 
contingencies, were £696,545, making the amount of the 
“Rest” on that day £3,718,812, and, after providing for 
a dividend of 6 per cent., less income tax, the “ Rest” 
would be £3,020,268. The Court of Directors therefore 
proposed that a half-year’s dividend be paid on April 5 
of 6 per cent., less income tax. 
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The proposed dividend was approved. 

Mr. C. J. Brand asked the Deputy Governor whether 
he could tell the proprietors anything about the progress 
of the new premises. 

The Deputy Governor replied that when building 
operations were in hand one was likely to be impatient 
with the slowness with which the work was proceeding. 
According to the architects, the work was going on as 
well as could possibly be expected. One-half of the 
Bank was now pulled down, and the new vaults were 
being constructed. The building was rising rapidly 
above the ground. He feared that it would be some years 
before the work was completed, but the operations were 
going on as satisfactorily as they could expect, although 
not quite so rapidly as they might hope. 

Mr. Brand.—Then we may expect to meet in this 
room another year ? 

The Deputy Governor.—Certainly another year; 
possibly two years. I cannot prophesy about that. 

The Court then adjourned. 

BANK OF FRANCE 

The repatriation of the Bank of France’s gold stock 
from London and New York continued during the past 
month. - It is remarkable that the bank’s weekly returns 
do not show any change either in the items of gold 
reserve at home, or free gold held abroad. Consequently, 
it appears certain that the gold which is being transferred 
to Paris is not the £18,000,000 which was released in 
May last as a result of the repayment of the bank’s debt 
of £33,000,000 to the Bank of England. The shipments 
represent newly-acquired gold, which is included in the 
bank returns under the heading of “Other Assets.” It 
has even been suggested that the gold does not belong 
to the Bank of France, but to the French Treasury. This, 
however, appears improbable. 

M. Rist, Deputy Governor of the Bank of France, 
together with M. Quesney, head of the Economic Intelli- 
gence Department of the bank, have arrived in New 
York to confer with Federal Reserve officials. It is stated 
that the object of their visit is to arrange for the repatria- 
tion of French gold and the Rumanian stabilization 
scheme. According to New York reports, the Bank of 
France intends to play a large part in the stabilization of 
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the Rumanian and Yugoslav currencies. Both countries 

would adopt the same unit as France, so that a new Latin 

Monetary Union would be thereby constructed. For 

political reasons the Bank of France intends to secure 

influence upon the central banks of the Near East. 
REICHSBANK 

The shareholders’ meeting of the Reichsbank was 
held on March 14. The net profit of the bank for 1927 
amounted to 26,058,459 reichsmarks, as compared with 
18,233,789 reichsmarks for 1926. In his annual report, 
Dr. Schacht pointed out the danger of the expansion of 
the note circulation, even if it were duly covered by 
a corresponding increase of the gold reserve or the 
foreign exchange reserve. The bank’s total turnover 
amounted to 729,930,000,000 reichsmarks in 1927, against 
627,924,000,000 reichsmarks in 1926. 

BANK OF ITALY 

The decree regulating the stabilization of the lira 
fixed the rate at which the Bank of Italy is obliged to 
convert its notes into gold. At the same time, however, 
there was no obligation on the part of the Central Bank 
to buy gold. As a result, the stabilization only fixed a 
limit to the depreciation of the lira, while, in theory, there 
was no limit to an appreciation. To remedy this flaw 
in the stabilization scheme, the Government issued a 
decree fixing the limits of the fluctuations of the dollar 
exchange at 18°90 to Ig‘Io. 

Asa result of the downward trend of money rates and 
the influx of foreign funds the Bank of Italy has reduced its 
official rediscount rate from 7 per cent. to 6} percent. It is 
believed that there will be a further reduction before long. 

A shipment of gold to the amount of $3,000,000 to 
Italy is announced from New York. It is believed that 
several similar shipments will take place. 

NATIONAL BANK OF BELGIUM 

At the shareholders’ meeting of the National Bank of 
Belgium the Governor, Dr. Louis Franck, stated that out 
of the net profit of 180,000,000 fcs. for 1927 over 
139,000,000 fcs. represented the share of the Belgian 
Treasury. The shareholders received about 27,000,000 fcs., 
being equivalent to 5 per cent. of the capital. M. Franck 
remarked that the gold reserve amounted to 6 milliard fcs., 
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which was more than double the figure for 1914. The 
reserve ratio had increased from 40 per cent. in 1914 to 
55 per cent. in 1928, without taking into consideration 
the foreign exchange holding, which was very large. 
AUSTRIAN NATIONAL BANK 

The term of office of Dr. Reisch, President of the bank, 
has been renewed for another five years. At the share- 
holders’ meeting the President stated that during the past 
year the rates of interest have further declined, and that 
the movement towards banking amalgamations has 
practically been concluded. At the end of 1927 the num- 
ber of joint-stock banks in Austria was_ thirty-two, 
against forty-five a year ago. The net profits of the 
National Bank amounted to 18,078,691 schillings, against 
18,213,453 schillings for 1926. Discounts advanced 
from 123,505,135 schillings to 131,712,258 schillings. 
The note circulation increased from 947,320,836 schillings 
to 1,005,315,400 schillings. 

BANK OF POLAND 

The gross profits of the Bank of Poland for 1927 
amounted to 57,600,000 zlotys, against 47,910,000 zlotys 
for 1926. At the same time expenses have been reduced 
from 27,790,000 zlotys to 22,060,000 zlotys. As a result 
it was possible to increase the dividend from Io per cent. 
to 14 per cent., and the Government’s share increased 
from 2,150,000 zlotys to 9,950,000 zlotys. 

BANK OF SPAIN 

The gross profits of the Bank of Spain for 1927 
amounted to I11I,339,000 pesetas, as compared with 
120,363,000 pesetas for 1926. The net profits declined 
from 103,497,000 pesetas to 88,496,000 pesetas. At the 
shareholders’ meeting, which was held on March I1, 
the Governor explained that the cause of the decline of 
profits was the reduction of the Government’s floating 
debt and the decline of interest rates, as well as the 
easier money conditions, as a result of which the bank’s 
discounts were lower than in the previous year. 

BANK OF PORTUGAL 

The net profits of the Bank of Portugal for 1927 
amounted to 42,499,000 escudos, against 41,232,000 
escudos for 1926. The dividend has been fixed at 38 
per cent., the same as for 1926 and 1925. 
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As a result of the delay in the negotiations for a 
stabilization loan the escudos exchange underwent a 
sharp depreciation. The Bank of Portugal had to raise 
the official sterling rate from 95 to 99 escudos. 


BANK OF DANZIG 

The net profits of the Bank of Danzig for 1927 
amounted to 1,385,000 gulden as compared with 1,318,000 
gulden for 1926. The dividend is unchanged at 7 per 
cent. The bank’s balance with the Bank of England 
declined from 19,897,000 to 14,123,000 gulden, while the 
note circulation increased from 35,716,000 gulden to 
36,008,000 gulden. 


YUGOSLAV NATIONAL BANK 

The office of Governor of the National Bank of the 
Kingdom of Serbs, Croats, and Slovenes remained vacant 
for some time owing to a conflict of opinion between 
the Government and the Board of Directors. Mr. 
Liouba Sretchkovitch, who has been acting Governor for 
some time, has now been appointed Governor by Royal 
decree. The report of the National Bank covering the 
year 1927 states that the note circulation declined 
from 5,812,000,000 dinars to 5,743,000,000 dinars, while 
the currency reserve and foreign balances rose from 
575,000,000 dinars to 976,000,000 dinars. 


BANK OF GREECE 

Arrangements for the establishment of the new bank 
of issue, the Bank of Greece, have made further progress. 
M. Diomede, Governor of the National Bank of Greece, 
will be appointed Governor of the new bank of issue, while 
M. Tsouderos, Deputy Governor of the National Bank, 
is to be Deputy Governor of the new bank. M. Drosso- 
poulos, Joint Governor of the National Bank, will become 
Governor of that bank in succession to M. Diomede. 


BANK OF JAPAN 

The shareholders’ meeting of the Bank of Japan was 
held on February 18. In his annual report the Governor, 
Mr. Inouye, gave an account of the part played by the 
Central Bank in the banking crisis of 1927. The net 
profits of the bank for 1927 amounted to 10,357,650 yen. 
A dividend of 10 per cent. has been paid, as compared 
with 12 per cent. for 1926. 
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The Banker and Economic Science 
By the Right Hon. William Graham, LL.D., M.P. 


of economic measurement. Of the banker it is 

especially true; and to him, more than to most 
sections of the community, the pursuit of economic 
science is indispensable. Within limits no attempt can 
be made even to name the technicalities; and in any 
event the young banker is much more likely to be attracted 
by the initial pursuit of broad, fundamental principle. 

The late Professor Marshall presented that principle 
in remarkably attractive form. Pleading that the history 
of the world had been shaped by religious and economic 
forces he thought that economics were concerned mainly 
with incentives and resistances to action, the quantity 
of which could be roughly measured by money; but he 
added that the range of economic measurement might 
gradually extend to much altruistic action. In pre- 
liminary thought the banker, in common with other 
classes of students, is apt to consider that economic 
science deals with theory rather than with the strict facts 
of life. That view is, of course, entirely erroneous; 
Marshall thought that the science dealt mainly with one 
side of man’s life, but it was the life of a real man and not 
of a fictitious being. 

When we approach the analysis of terms in common 
use, particularly in banking circles, the eminently practical 
character of the science is at once apparent. Take the 
term wealth and the technical use of the word goods. 
His daily transactions remind the banker of the almost 
infinite variety of material, personal, external, internal, 
free and exchangeable goods. What are the advantages 
and disadvantages of comprehensive interpretation of the 
term wealth ? An individual’s wealth has been defined 
as consisting of those of his external goods which are 
capable of money measurement; but sometimes it is 
better to use the term to include all personal wealth. 
Current legislation and public controversy make constant 
reference to the individual’s share of collective goods, to 
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national wealth, and in these days to cosmopolitan 
wealth. Even a broad study of the issues raised in this 
one department of definition in economic science intro- 
duces the banker to many of the fundamental and 
ultimate considerations of his daily task. 

And in the discussion of capital and income, money 
income and trade capital, the problems become even more 
concrete. In ordinary business, with which banking is 
inseparably associated, much depends on the point of 
view regarding net income, interest, profits, net advan- 
tages, earnings of management and what have been 
frequently described as quasi rents. Public finance in 
some of its aspects depends on the classification of capital 
from a private point of view and that of capital and 
income in the light of social considerations. In the growth 
of wealth, Marshall thought that until within com- 
paratively recent times there had been little use for 
extensive forms of auxiliary capital, but they had lately 
increased at a rapid pace, together with the power to 
accumulate. It may be that the growth of a money 
income gives new temptations to the extravagance which 
he had in mind, but it has also enabled people with little 
business ability to reap the fruits of thrift. At this point 
the banker is introduced to all the problems of security 
as a condition of national and personal saving; he is 
reminded by one school of economists that the chief 
motive of saving is family affection. In dealing with the 
sources of accumulation, and public and private accumu- 
lations, he appreciates the everlasting choice between 
present and deferred gratification or satisfaction. It is, 
of course, elementary matter that some waiting or 
postponement of gratification is generally involved in the 
accumulation of wealth; but the banker, appreciating at 
first hand the enormous burdens resting on this and other 
countries following the World War, will always ask 
whether the British and other nations are in fact equal 
to the waiting or postponement which economic circum- 
stances demand. On that point the report of the 
Committee on National Debt and Taxation presents an 
array of evidence which can be immediately related 
to this fundamental principle now widely discussed in 
economic science. If the reward of this postponement 
or waiting is interest, the question arises whether the rate 
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is sufficient to encourage the sacrifice, if sacrifice it can 
be called. 

In America, in Germany, and perhaps to a lesser 
extent in other countries, post-war conditions have 
demanded a drastic rationalization in industry. Finan- 
cially it means squeezing out much of the water; it 
probably includes the amalgamation of undertakings 
for the purpose of achieving the economies of centralized 
control and large-scale operation ; it extends to standardi- 
zation, the elimination of wasteful competition, the 
application of many of the principles of trust operation, 
and generally speaking is an adaptation of industry to 
conditions of much greater public and private burden 
following the war, and to new forms of world competition. 
In this field, of profound importance to the banker as 
bearing on much of the credit and other arrangements 
for which he is responsible, the economists have in fact 
anticipated in detailed analysis many of the problems. 
Economic science is rich in reference to the influence 
exerted by machinery on the quality of human life; it is 
usually described as partly good and partly evil; and 
the banker is always intimately concerned with the 
strictly human factor. In the colder sphere of economic 
change the new era has been described as one of 
interchangeable parts. Specialized industries have been 
concentrated in particular localities. The old form of 
personally conducted industry has largely disappeared ; 
in most businesses management is undertaken by a special 
class of skill, now of sufficient importance to justify 
its appearance as a separate item in analysis of the factors 
of production. Ordinary business brings the banker 
into contact with the wide range of private partnership, 
public joint-stock companies, Government undertakings, 
co-operation, and enterprises which are approximately 
equal to complete public ownership and control. Existing 
conditions demand the most economical and remunerative 
use of available resources; to that end the credit for 
which banking institutions are responsible may exercise 
appreciable influence. It is often contended that able 
business men speedily increase the capital at their com- 
mand; that those who are less able generally lose their 
capital rapidly, in proportion to the size of the business 
in which they are engaged; and that these forces tend to 
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adjust capital to the ability to use it well. But it is 
recognized that in this process much insecurity, hardship, 
and human suffering may be involved. The banker 
notes specially the principle of stewardship or trusteeship 
in the use of resources; and in so far as he can exercise 
influence in the public interest it must be directed to 
prevent the dislocation or loss arising from the misuse 
of capital. To this subject the now vast literature of 
economic science, especially in volumes dealing with 
wealth and welfare, has made invaluable contribution. 

In general debate it is occasionally asserted that last 
century solved the problem of production, and that to 
the twentieth century will fall the task of solving that of 
distribution. The statement is only loosely true. In 
point of fact innumerable problems of production remain. 
But the value of this argument lies in the fact that it 
raises the whole issue of markets and marketing, especially 
at a time when Governments not less than individuals 
are interested in this phase of economic progress. Take, 
for example, the enterprise of the British Government 
and of the Empire Marketing Board in directing attention 
to the importance of the home producer as the first line 
of appeal, the producer within the Empire as a second, 
and the producer within foreign countries as the third. 
Rightly understood, that is not an effort artificially to 
regulate demand such as to give certain sections either 
at home or within the Empire an economic advantage to 
which they were not entitled; it is rather an attempt to 
make the most of home and Empire resources on sound 
lines. Many of the proposals are admittedly debatable ; 
they certainly cut across the principle of all political 
parties. But for the banker importance lies in under- 
taking the pursuit of that department of economic science 
which defines markets, alludes to their limitations from 
the point of view of time and space, deals with the general 
conditions which affect the extent of a market for any 
commodity, particularly in its suitability for grading 
and sampling, with the possibility of the commodity as 
an element in market organization, and recalls that even 
a small market is often subject to indirect influences 
from a great distance. On this subject the literature is 
already considerable; but no student can pursue a work 
like that of Professor J. G. Smith, of Birmingham, without 
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recognizing that the organization of markets is today a 
highly technical problem, and that many of the most 
intricate questions arise from the manner in which remote 
parts of the world are brought into immediate contact 
with one another. Notice the innumerable influences 
which bear on the market in wheat, or in kindred com- 
modities of vital importance, to the whole of the human 
race. In these delicate conditions fortunes are easily 
made and lost; but part of the underlying principle 
has been to concentrate on the elimination of risk, and 
with a desire to place speculation, as it is commonly 
termed, on a sound basis, making for even prices as 
against the exciting fluctuation which the absence of 
competent risk-takers might encourage. Behind all this 
enterprise lies public and private finance; to vary the 
phrase, the banker is in many respects a corner stone. 
And banking is inseparably bound up with the 
investment and distribution of human resources. We 
have seen that part of the motive in determining the 
investment of capital turns on the balancing of future 
gratification against present. In existing conditions 
capital investment is brought into touch with both the 
theory and practice of monopolies, at a time when world 
business is tending more and more rapidly to large-scale 
organization. The broad aim of the monopolist will be 
to secure maximum net revenue; against that must be 
set the public interest; and within that phrase all the 
questions of distribution of national income, earnings of 
labour, profits of capital and business power, conveniently 
arise. That leads naturally to the analysis undertaken 
by economic science of progress in relation to standards 
of life. In elementary matters excessive hours are 
regarded as wasteful ; strong and well-directed purchasing 
power is entirely in the national interest ; it is economically 
true that the greatest economies of production can be 
achieved where remuneration is high, based on the 
successful use of machinery and diligent human con- 
tribution. The masses are intimately concerned with 
changes in the purchasing power of money; in so far as 
he has influence in credit fluctuation the banker is in a 
very real sense the trustee and steward of their interests. 
This may be described as emphasis of the human side of 
his calling as presented by economic science. Economic 
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history will remind him and others that violent economic 
changes rarely bring definite benefit to the people; 
Marshall constantly urged that a truly high standard of 
life could not be attained until men had learned to use 
leisure well; and that spectacular change would always 
be dangerous if it outran the slow transformation of that 
character which mankind had inherited from long ages 
of selfishness and strife. Such a principle will make 
special appeal in the necessarily cautious control of public 
and private finance; but it need not mean the too 
laborious improvement of human standards if the people 
can be persuaded in apparently rapid change to keep this 
bedrock truth in mind. 

These words are little more than simple introduction 
to the remarkable attractions of economic science. 
They are addressed to all sections of the people; but at 
a time when public and private finance, and the principles 
of banking, are widely and often loosely discussed, they 
may make special appeal to the large numbers of bank 
officials, and particularly the younger men, whose study 
includes definite effort to relate the plain facts of daily 
experience to the principles of a great department of 
human knowledge. 


Australian Banking in 1927 
New Borrowing Scheme 


N a young and developing country the prosperity of 
| banking and that of industry as a whole are always 

closely intertwined. In Australia the interests of the 
banks are closely bound up with the development of those 
great primary industries—wool and wheat—which form 
the very base of its economic life. During the past year, 
after a succession of good seasons, climatic influences 
were less favourable. Although in Western Australia 
conditions were quite unusually good, the summer in 
Eastern Australia was much drier than usual, and in 
certain pastoral areas of New South Wales and Queensland 
scarcity of rainfall amounted almost to drought. Taking 
industry as a whole, however, the actual return to pro- 
ducers, allowing for the reaction on selling prices of 
smaller supplies, was fairly satisfactory. 
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One important effect of the comparatively dry season 
was to increase the pressure on banking accommodation, 
especially in the areas where drought effects were most 
seriously felt. Thus, while between September 30, 1926, 
and September 30, 1927, total banking deposits rose 
only from £282 millions to £288 millions, advances during 
the same period rose from £232 millions to £254 millions ; 
in other words, from the level of 82 per cent. to 88 per 
cent. of total deposits. In consequence, the banks 
have recently been compelled to adopt a restriction policy 
with regard to advances, overdraft rates having been 
raised in some cases. 

Reinforcing the demand for advances for the purpose 
of tiding over drought effects was the necessity for 
increased accommodation to finance imports, a striking 
feature of last year’s economic developments being the 
expansion of imports which took place side by side with 
a slight contraction of exports. The result was a 
substantial adverse balance of payments which had 
inevitable repercussions on the banking and exchange 
position. Thus, the Commonwealth Bank’s funds in 
London declined from nearly £13,500,000 in June 1925, 
to less than £4,500,000 in June 1927. Since that time, 
the slackening of imports has led to some easing of this 
position, but further adjustments still require to be made. 

In the money market short-term funds were in poor 
supply, with the result that the investment market was 
adversely affected. The Stock Exchange entered upon 
a dull period, both ordinary and investment stocks being 
sold at prices which gave a higher yield than at the 
beginning of the year. Thus, 1927 witnessed a general 
rise in interest rates. Two other important banking 
developments were the development in Australia of the 
Savings Bank movement and public interest manifested 
in central banking. As regards the former, efficient 
management and enterprising methods succeeded in 
attracting some {9,000,000 of additional deposits from the 
public, so that at the end of September last the total 
deposits of these institutions had reached over 
£205,000,000. This year was also notable for the visit 
to Australia of Sir Ernest Harvey, Comptroller of the 
Bank of England, who advised the authorities concerning 
the principles and functioning of a Central Reserve Bank. 
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In a developing country in which there is no closely-knit 
money market and where the Commonwealth Bank is 
performing important commercial services, the application 
of orthodox central banking principles must perforce 
be fraught with difficulty, but there are confident expec- 
tations that gradual progress towards a truly centralized 
banking system will be made. 

As for the national finances, the financial year which 
ended on June 30, 1927, left a surplus of Commonwealth 
Government revenue over ordinary expenditure of over 
£2,600,000. Revenue amounted to £78,168,235 and 
expenditure to £75,532,638. 

On the other hand, the finances of the States, which 
have been less carefully controlled, almost all disclose 
a less healthy position, while the gross public debt of 
Australia stood at June 30, 1927, at over £1,000,000,000, 
representing roughly £170 per head of population. 

During the year the Commonwealth Government 
raised five loans, totalling some £50,000,000, one of them 
a conversion loan for £25,000,000. For the most part 
these new issues were replaced by the issue at par of 5} 
per cent. securities, while in connection with one maturing 
loan an interesting experiment was made in the issue of 
short-dated Treasury bills. This form of investment 
was successful in winning the favour of financial 
institutions. 

In conclusion, reference must be made to what was 
probably the most important event of the past year: 
that is, the agreement made last July at a conference of 
Commonwealth and State Ministers relating to Australia’s 
future borrowings. 

The main proposals agreed upon were :-— 


1. Commonwealth to take over on July 1, 1929, all 
State debts existing on June 30, 1927, and to contribute 
£7,584,912 a year for fifty-eight years towards interest 
payments thereon. 

2. Commonwealth to contribute 2s. 6d. per cent. per 
annum and States 5s. per cent. per annum towards 
sinking fund to extinguish all existing debts in forty- 
eight years. 

3. Commonwealth and States each to contribute 5s. 
per cent. per annum towards a sinking fund to extinguish 




















AUSTRALIAN BANKING _ 67 


all future debts of States contracted after July I, 1927, 
in fifty-three years. 

4. Management of all Government Loans and control 
of all future borrowing to be vested in a Loan Council 
consisting of members of Commonwealth and State 
Governments. 

5. Commonwealth to take over the whole of the public 
debts of the State Governments. 

Before this scheme can be adopted certain amendments 
of the Commonwealth Constitution will be necessary ; 
but the noteworthy fact is that the above proposals 
have been definitely subscribed to by the Governments 
of the Commonwealth and those of all the States for 
submission to their respective Parliaments, while the 
House of Representatives and four of the State Parlia- 
ments have already ratified the Bill. Pending full 
legalization of the scheme, certain temporary arrange- 
ments have been made, and Australia has already 
borrowed in London on these new lines. 

In the past, both the absence of adequate sinking 
fund provisions and the conflicting claims and un- 
certainties which have prejudiced the relations between 
the Federal and State authorities have been sources of 
weaknesses in Australian public finance. The new 
arrangements remove both these defects. Sinking fund 
provision is strengthened and a clear-cut division of 
responsibilities introduced. They should, therefore, have 
a steadying and directing influence which must redound 
to the benefit of Australia’s credit. 





Mr. G. E. Thackeray, who for the past fourteen years 
has been the Leeds district manager of the Yorkshire 
Penny Bank, retired from the bank on March 31, 
after 35 years’ service. For many years the manager at 
Barnsley, he came to Leeds in 1913 as manager of the 
Infirmary Street branch and the following year was 
appointed Leeds district manager. He has been actively 
associated with the Institute of Bankers in Leeds, having 
been London representative of the Leeds Centre for 
several years. Before leaving the bank he was the 
recipient of presentations from his immediate colleagues 
and from the staff of the bank in Leeds. 
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British Banks and Machine-Posting 
Systems 


HE adoption of machine-posted ledgers and state- 
ments in English banks has progressed rapidly in 
the last few months. One of the large banks has 

recently installed the machine system in one of its City 
branches, and has made arrangements to change over 
from pen- to machine-posted ledgers in other branches 
immediately. A West-End bank, with many large private 
account customers, has also, after a thorough test, decided 
to substitute machines for its present method of keeping 
ledgers. While several other banks in England have 
been posting ledgers and using statements for several 
years with success, much more interest has lately been 
shown in this part of bank accounting. 

In view of this general interest and the results that 
have already been obtained from using machines, on 
private as well as the commercial bank accounts, it may 
be useful to examine some of the advantages claimed 
for the use of machines. Both the bank and its customers 
are interested in the question, since it involves in most 
cases the use of statements instead of pass-books as a 
means of giving the customer particulars of his account. 
We will deal with the bank’s side first. 

It should be borne in mind that there are two distinct 
aspects of banking. First, there is the important side 
of the bank’s policy towards all financial transactions 
between the bank and its customers. This, in the 
branches, is in the hands of the manager, accountant and 
a few other officials or senior clerks who actually come in 
contact with the customers of the bank. Their number 
is quite a small percentage of the total employees. 

The other side of banking is the actual handling of 
the thousands of debit and credit items, the cheques and 
deposits that have to be sent to and received from the 
clearing house and posted to the ledgers and pass-books 
—in fact, the daily routine accounting work. On this 
work the great mass of clerks are employed. In a large 
branch, where there are only a few who actually transact 
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the business with the customers, there may be hundreds 
of clerks engaged on the detail work. 

While there is no doubt that bank accounting has 
always been in advance of most commercial accounting— 
the whole banking system is arranged so that the bank 
completes each day’s work within the same twenty-four 
hours—we are concerned now in discussing the claim that 
the detail of the accounting routine work can be more 
economically done on machines than by pen and ink. 

Now it is true that figures are simply the figures— 
in any ledger, whether it is a bank or commercial ledger. 
In one case an amount is read from an invoice and posted, 
in the other it is the amount of a cheque. It does not 

make any difference what kind of goods are charged on 
the invoice or what the policy of the factory is that 
shipped them; the figures only have to be posted to the 
debit side of the ledger. On the credit side, it is the figures 
of either a cheque or cash received by the commercial 
house or the same cheques and cash received by the bank 
asa deposit. In both cases they represent a money value. 
In both cases the balance has to be extended on each 
individual ledger account and the ledger finally balanced. 
The ledgers are alike, as they both contain merely a 
description of the item, the figures of the amounts posted 
and the balance. In the bank it is necessary to know 
immediately that the posting has been made to the right 
client’s account. This is not so important to the com- 
mercial house. Where machines are used, both banks and 
commercial houses completely balance all ledgers daily. 

If the actual posting of ledgers entails the same work 
in both cases, then the fact that many hundreds of 
commercial houses in Great Britain, large and small, 
have for many years posted their ledgers and statements 
by machine, and believe that the machine system is not 
only more economical but better in many ways, must 
have some weight in supporting the opinion that machine- 
posting is more economical to the bank in its detail routine. 

Every bank is vitally interested in increasing its 
output of figures as economically as possible, and with 
the speed and accuracy that is so necessary, as the bank 
is always working against the clock. 

Some of the claims for machine-posting that need to 
be considered are :— 

F 
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1. In the larger banks, with their many branches, 
even if only those branches with a fair volume of work 
are considered, a yearly saving of many thousands of 
pounds is possible. 

2. To estimate this saving, the accounting work 
must be considered from the time the vouchers are 
received from the Clearing House, cashier, post or 
other sources, when they are sorted by ledgers, posted 
to the ledgers, pass-books written up and ledgers finally 
balanced. 

3. All work should be completely finished each 
twenty-four hours and the bank’s figures actually- 
not theoretically—balanced daily. 

4. More speed i is needed in handling customers, as, 
for example, in giving them the details of all their 
banking transactions at any time, without the present 
annoying delay in writing up their pass-books. 

5. Where branch banks are located in busy 
centres, ground floor space is expensive and can be 
conserved by the use of machinery. In some branches 
it is almost impossible to obtain additional space to 
handle an increased volume of business. The use of 
machines solves this difficulty. 

6. The system in any bank must be flexible enough 
to deal with increases in the work, from any source, 
quickly and at a minimum of expense. W hen such 
an increase of work arises the present system not only 
necessitates an increase of staff but floor space must 
be found for them. 

7. Notice must be taken of the probability of a 
large increase of items to be handled in the near future. 
There are many likely causes for such increase. It 
may come from a natural revival of trade, from the 
tendency to issue cheques for small amounts—a few 
shillings in many cases- from the possible use of 
‘ chequelets,” from the possibility of the tax on cheques 
below some nominal amount being reduced, from the 
more general use of current accounts by people in 
moderate circumstances who formerly had no bank 
account or only kept a postal savings account, from 
the fact that the banks themselves are encouraging 
and educating the public in general to open accounts, 
and that they may find it necessary to give increased 
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facilities for these small accounts. Finally, it should 
be borne in mind that it takes as much time and costs 
practically the same to handle a cheque for £1 Ios. od. 
on deposit as one for £1,000. 

8. Keeping a clerk on listing and adding clearings 
or posting ledgers for years does not make him a banker. 
It has a tendency rather, if he is kept on this kind of 
work, to dull his initiative and force him into a rut. 
Branches are now being opened almost daily by the 
large banks (200 were opened in 1927), so that the cap- 
able staff released by the use of machines would be easily 
absorbed in the near future. By the use of machines 
it is claimed that a bank can handle a greatly increased 
volume of business and increase its number of branches 
without any material increase of staff. The resulting 
yearly saving would amount to a considerable sum. 

g. Last year the Bankers’ Clearing House listed 
and added figures to the value of £41,550,541,000. This 
was an increase of {£1,725,487,000 over 1926. In 
thirteen years, since 1914, the total of bank clearings 
has practically trebled, having risen from{£14,665,048,000 
to £41,550,541,000. The Clearing House handled all 
this work on adding-machines. Without machines it 
must be assumed that to handle this volume of work 
the Clearing House would have to multiply its present 
staff and to provide much additional floor space. As 
far as the operation of the machines is concerned, it is 
claimed that there is very little difference between the 
listing work in the Clearing House and the work done 
by clerks posting the ledgers. The ledger-posting 
machine automatically extends the balance on each 
account and accumulates the different totals of debits, 
credits and balances. There is no mental strain on 
the operator. 

10. It is said that over 30,000 banks in the United 
States, Canada, France, Germany, Italy, Sweden, 
South America and other countries, use these ledger- 
posting machines for dealing with exactly the same 
kind of debit and credit items as are put through the 
books in the English banks. This general use of 
ledger-posting machines in other countries is, of course, 
an impressive argument for the extension of the 
machine-posting system in Great Britain. 
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Of all these countries, the banking system in Canada 
more closely resembles the English system. Canada, 
like Great Britain, has comparatively few banks, each 
with many branches. The main organization of the 
Head Office is the same. Of course, in this country the 
number of branches of any one bank is larger, although 
at least one of the Canadian banks has nearly 1,000 
branches. Canadian banks are conservative in their 
methods and sound in their accounting practice. They 
have been large users of ledger-posting machines for the 
last fifteen years, so that we may assume that the machine 
system can be used satisfactorily by the banks with a 
large number of branches. 

The soundness and thoroughness of the accounting 
practice of the banks of Great Britain is well known, and 
it might be well to review briefly the machine-posting 
system to see if it comes up to British standards. 

In doing so, it will be well to remember that much 
more is claimed for it than simply replacing pen-and-ink 
work with machined words and figures. To consider it 
on its merits we must judge it on the complete system, 
from the time the cheques are received from the clearing, 
post or other sources, to the final balance point. Any 
comparison should be on the total number of clerks used 
on all this work, including those engaged in writing-up 
pass-books. With the machine method it is said that the 
ledgers are completely balanced each day as against the 
usual practice of weekly or fortnightly balances. 

It should also be kept in mind that the necessity of 
being organized upon a flexible system—providing for the 
handling of a larger volume of work that may be expected 
in the future—is as important as the possibility of 
improving present-day methods. 

When the items to be posted are received they are 
sorted by ledger sections and listed and added to get the 
total to prove against the amount posted to any particular 
section. They are then sent to the posting-machine 
operators, and each batch of items is at once posted to the 
individual ledger accounts. The machine mechanically 
calculates and prints the balance on each account. 

Each item, in addition to being printed on the ledger 
sheet, is also recorded on a tally roll strip of paper, which 
provides the means of proving the work done. This 
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paper roll, with the record of all postings to the ledger, 
also shows, when the work is completed, the total of 
debits, credits and new balances. 

The first ledger having been posted, the condition of 
any account in that ledger is available at once, and the 
correctness of the posting done can be instantly proved 
by comparing the total debits and total credits posted 
with the predetermined totals of the check ledger (also 
known as day-book, ledger supplement, current account 
book, debit or credit account book, but hereafter referred 
to as check ledger), for the same ledger section. 

This, it is claimed, proves that no cheques or deposits 
have been missed, that all the debits have been posted 
correctly as debits, that all credits have been correctly 
posted as credits. It further proves that the check 
ledger was correctly listed and added, and any posting 
error as to amount is caught at once. 

However, a bank requires also to know that the 
amounts have been posted to the correct clients’ accounts, 
and also that each and every balance shown on clients’ 
accounts has been correctly extended and printed. 

To prove these two things the same items are passed 
to a different operator and machine, and a second 
ledger, commonly called a statement ledger, is posted. 
This le dger supplies the statement for the client which, 
if the bank wishes, will eliminate the pass-book. 

In posting the same original vouchers in the same 
order, by two different operators on different machines, 
neither operator having seen what the other has done, 
they will not make exactly the same error as to the 
name of the account or the amount of the old balance, 
which, of course, would affect the extending of the new 
balance. 

The dual ledger operation proves the posting to the 
correct account and the extension of each balance. 

This second machine also provides a list of all the 
items posted to the statement ledger with the totals of 
all the debits, credits, and new balances. 

If we go farther into the accuracy of the work it will 
appear that the first ledger proved that every item had 
been correctly posted, and that it was in agreement with 
the check ledger. The second ledger proof list of all 
the items and totals should also agree with the totals 
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on the proof list of the first ledger and again with the 
check ledger, giving a triangular proof. 

This system has the advantage, not only of indicating 
at once when an error has been made, but also provides 
a method of localizing the error immediately, by indicating 
the actual account in which it has been made. If the 
two proot lists do not agree in total, it is known at once 
that the work has not been correctly done, and the right 
time to correct an error is when the original debit and 
credit items are all available in the same order in which 
they have been posted and listed on the proof lists. 

The error may be located without touching a ledger 
sheet. By merely comparing the list of new balances 
printed on the proof lists from the two machines, a 
balance is found on one that does not agree with the 
corresponding balance on the other list, and it is ascer- 
tained that, say, the ninth account handled is the one 
in which the error has been made. Turning to the 
original cheques and deposits, the name of the account 
is obtained and the error corrected. The senior clerk in 
charge of the ledger section initials the change, having 
first satisfied himself that everything is in order. 

Besides eliminating the necessity of calling back all 
items posted to the ledgers, the proof lists give the 
auditors a record of every entry made to the ledgers. 

The actual balances of all the accounts in all ledger 
sections are listed on the machine, and must agree with 
the balance in the general ledger. As loose-leaf ledgers 
have been installed by several of the banks in this country, 
it is not necessary to discuss them, except to point out 
that if, by either chance or design, an account were 
missed which had either a debit or credit balance, it 
would be instantly noticed, as the trial balance would 
not be in agreement with the general ledger. 

A survey of the accounting system, where machines 
are used, seems to convey that it has the necessary 
banking standard and the safeguards required by 
British accounting practice. 

The customer’s side of the question hinges on whether 
he is given the particulars of his account on a statement 
which he will keep in a binder or cover, or whether he 
will continue to get the same information written in a 
pass-book. The point is also raised as to whether it is 
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necessary to supply him with the amount of detailed 
information he now receives. 

It is understood that the machines will, where 
required, write the same full particulars of items—includ- 
ing dividends—that are at present written in the pass- 
book, so that it would appear that this point is fully 
answered. 

It is argued, however, that in most cases, where books 
of any kind are kept, all that is required by the customer 
is a statement of the amounts of his withdrawals and 
deposits and a brief abbreviated description of each 
item. In many commercial accounts only a list showing 
the amounts of cheques, without any description, is fur- 
nished to the customer by the bank and accepted by him. 

As the customer’s cash book or cheque stub already 
has the name of the person or firm to whom the cheque 
was issued, the re-writing of this name in the pass-book 
or statement is unnecessary work on the part of the 
bank.- Details of special items such as dividends can be 
entered by the machine system. The same client now 
receives statements from commercial houses which do 
not give any details. To check these statements he must 
refer to the invoices sent him during the month. It is 
presumed that, in order to check his bank account, he 
must refer either to his cash-book or to his cheque-book. 
If this is correct then the bank would seem to be doing 
extra work in furnishing him with the name of the person 
to whom each cheque was issued. 

The fact that machine statements without particulars 
are being accepted by many customers in this country, and 
that where the system has been put in they have expressed 
to the bank concerned their satisfaction with this service, 
would lead us to assume that the reaction of the customer 
in other bank branches would not be unfavourable. 

Naturally, there may be a certain number of cus- 
tomers who might still insist on receiving a pass-book, 
although the experience of one English branch is that 
practically no one objected to the statement, which in 
this case had no particulars on it. About 1 per cent. 
desired particulars. This small percentage can easily 
be satisfied, even if a pass-book has to be written-up for 
them. The bank is able to handle the work of the 
99 per cent. more economically than under the old system. 
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Some, of course, who have not tried out the machine 
system, take sides either way, giving their opinion that 
customers will or will not be satisfied with statements. 
The fact that they are being successfully used now in 
England should carry some weight. 

English banks’ customers will, we think, respond to 
the advantage of receiving particulars of their account 
at regular intervals without having to bring in their pass- 
books to the bank and wait for them until all items 
since the book was last in are entered. In many cases 
they have to call back or have their pass-books posted 
to them. According to their wish, the statement can be 
given them daily, weekly or monthly. If at any time 
they suddenly wish to have the statement they can get 
it immediately, as it is always ready. 

It would appear that the system allows the bank to 
organize its work on ledgers and statements on a daily 
basis, so that the staff can do an equal amount of work 
each day. This, of course, cannot always be done with 
pass-books, as for days at a time very few clients might 
present their book to be written-up. On another day a 
very large number might wish to have them posted at the 
same time, and there is also the end of the month. Each 
branch has to maintain the necessary staff to handle the 
maximum number of books sent in on any one day. As 
statements would be completed each day, the bank would 
only require the exact minimum of staff. 

The customer will most likely appreciate the bank’s 
side of the question, and should also receive another 
benefit from the legibility of the machined statement 
as compared with the different kinds of penmanship 
now shown in his pass-book. When we take into con- 
sideration the speed with which the bank clerk has to 
work when entering pass-books any day, and particularly 
during the month-end rush, it is no wonder that some 
portion of his entries are not very legible. 

Reviewing the machine system as a whole, it would 
seem to have a number of good points. It merits careful 
analysis as to the possibility of its doing some of the 
internal accounting routine of the bank in a more econo- 
mical way, and relieving the mental strain under which 
the clerks work, and, finally, improving the service to the 
customer. 
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The German Banks in 1927 


By Our Berlin Correspondent 


1927, all of which have now been published, 
contain no surprises. All are paying the same 
dividends as in the previous year; in no case is there any 
increase or reduction. But business in 1927 was of quite 
a different character from that of 1926. 1926 was the 
year of a prodigious Stock Exchange boom. The banks 
obtained enormous profits from their security holdings 
and from the numerous issues of shares, bonds, and loans, 
which they carried through. They have only partly 
disclosed those profits and in different forms ; for example, 
the Darmstadter und Nationalbank placed 10 million 
reichsmarks, a sixth of its share capital, to open reserves, 
and the Deutsche Bank increased its undistributed profits 
by several millions. This source of profit contributed 
very little in 1927. Stock Exchange business was still 
fairly active in the first months of 1927, but the unfor- 
tunate Reich Loan in February had already checked the 
upward movement, and then came the famous “ Black 
Friday,’’ May 13, when the surprise decision of the banks, 
under the influence of the Reichsbank, to reduce Bourse 
credits by 25 per cent. sent down prices by one-quarter 
to a third. Since then the Bourse has never recovered 
its former strength and capacity. Every improvement is 
immediately followed by a setback, and since October 
the Stock Exchange index has stood at nearly the same 
level as on June I, when the May break was repeated. 
The turnover has also greatly declined. In December 1927 
the Stock Exchange turnover tax produced 3°7 million 
reichsmarks, compared with 12 million in February. In 
addition, large security issues have for months been 
frustrated by the poor receptivity of the German capital 
market. This point has been repeatedly emphasized in 
THE BANKER. 
But the banks have profited in another way from the 
upward turn of the business cycle; their credit business 
has greatly expanded, and since the margin between 


, "HE balance-sheets of the large German banks for 
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debit and credit interest rates is still wide, current busi- 
ness has, at least partly, compensated for the falling off 
in Stock Exchange business. But even here the banks 
have been confined within narrow limits. The accumu- 
lation of capital in Germany is much less than Germany’s 
credit requirements, and the banks have therefore had to 
draw largely upon foreign credits. How large the foreign 
obligations of the German banks are cannot be clearly 
ascertained from their reports. Some of them, e.g. the 
Disconto-Gesellschaft, say nothing upon this point. The 
Dresdner Bank gives its obligations in foreign currency 
as 25 per cent. of its obligations in general, but this 
includes the foreign currency deposits of people at home 
and excludes the mark deposits of foreigners. Again, the 
Deutsche Bank reckons the balances of foreigners at 
about 33 per cent., of which 258 per cent. are in foreign 
currencies and 7°2 per cent. in reichsmarks, but this does 
not include the obligations of the Amsterdam branch nor 
the 25 million dollar notes, negotiated in the previous 
year for a period of five years. The Darmstadter Bank 
shows pretty well the same proportions. On the whole, 
the short-term foreign obligations of the German large 
banks may be estimated at 24 milliard reichsmarks, and 
in 1927 alone they have nearly doubled. It is well known 
that the Reichsbank has for some time turned its atten- 
tion to this development, and doubtless the influx of 
foreign money would have been much greater if the 
Reichsbank had not in good time energetically worked 
for restriction. In part, the influx of foreign money 
cannot be checked, since as long as a difference of 3 to 
4 per cent. exists between the interest rates of Berlin and 
those of London, Amsterdam, and New York, the foreign 
lender will not be deterred from exploiting this difference. 
How far the banks themselves have refrained from accept- 
ing foreign deposits cannot be uniformly stated for all 
banks and all times. The monetary requirements of the 
banks and their clients are fluctuating, and the sensitive- 
ness with which they look to their prestige is not equally 
delicate to all. All the banks maintain that the greater 
part of their obligations in foreign currency is covered 
by balances in foreign banks and by bills in foreign 
currency. The rest would be offset by debtors in foreign 
currencies. 
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Whether the German debtors who borrow pounds 
and dollars at their banks do not immediately convert 
them into marks is a matter which in most cases lies 
outside the power of control of the banks and probably 
also of their desire for control. In any case, the German 
banks are still very far removed from their pre-war 
position when they were able not only to finance German 
industry out of their own resources, but to penetrate 
foreign countries as lenders. Also the general make-up 
of the balance sheets has greatly altered since then. 


TABLE I 
SEVEN LARGE BERLIN BANKS 
192 1926 1913 
Mn. R.M. Mn. R.M. Mn. R.M. 
Share capital and open reserves .. 813 763 2,338 
Obligations - i% 8,562 6,877 8,608 
of which : 

Creditors es ne - 8,128 6,528 6,759 
Acceptances... oe ss 435 350 1,850 
Cash .. i “is 346 277 479 
Balances at other banks 7 is 1,118 887 443 
Bills .. ne es ws o 1,980 1,677 2,411 
Contango loans “ ao 601 810 1,217 
Advances against me rchandise Ne 876 510 613 
Securities e a aa aa 129 125 581 
Debtors sea a is 3,982 3,067 4,340 
Participations , ah xe 126 76 428 
Investments _in affiliations .. es 11g 10g 531 
Premises, etc. ‘a ov “a 192 196 218 


The share capital and open reserves of the large Berlin 
banks still amount to little more than one-third of the 
1913 total. On the other hand, their obligations in 1927 
for the first time nearly reached the pre-war level. But 
the composition of these obligations reveals a characteris- 
tic change. Whilst creditors and deposits are already 
by 1,370 million reichsmarks (about 20 per cent.) larger 
than in 1913, the acceptance item is still less than a 
quarter of the pre-war amount. Here the aftermath of 
the currency collapse is sharply reflected. The German 
mark acceptance which played a rather large part in the 
world market in the years immediately before the war, 
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has almost completely disappeared, and many years must 
elapse before the mark again attains importance in 
international banking business. Of the total of creditors 
and acceptances, as was shown above, nearly a third 
arises from abroad. But the assets also show characteris- 
tic changes. The fact that balances with other banks are 
nearly three times as large as before the war is due to the 
greater dependency on foreign money markets. Much 
larger balances are held abroad than before the war, 
because there is a larger foreign indebtedness. Contango 
loans have declined by almost exactly one-quarter 
compared with the previous year, and this represents the 
extent of restriction required by the Reichsbank last May. 

That the previous commitments of the banks in Stock 
Exchange financing were not excessive is shown by the 
fact that in 1913 contango loans were double the 1927 
amount. Of course, the Berlin Bourse had a much broader 
basis before the war, and in particular a much larger 
international business. All the large banks possessed 
at that time a large stock of international securities, 
which they could sell in London, Paris, and New York, 
when monetary needs required—American shares, South 
African mines, Turkish, Russian, Austrian, Hungarian 
loans, which were also handled on the large foreign 
bourses. Almost the whole of these holdings have dis- 
appeared. The few foreign shares which have been intro- 
duced on to the Berlin Bourse in the last two years, such 
as Svenska, Chade, Austrian Railways, have played up to 
now a very minor role. Since 1913 security holdings have 
been reduced to a fifth, syndicate investments nearly to a 
quarter, and permanent investments in affiliations almost 
to a fifth. 

The extent of recent progress is, of course, revealed 
less by the development of the balance-sheet figures than 
by the figures for turnover. 

The turnover of most of the banks increased by about 
30 to 40 per cent. in 1927, but the profit yield of the busi- 
ness did not keep pace. The gross profits of all the banks 
worked out at only 3 to 10 per cent. higher than in the 
previous year, and the net profits, at least in the case of 
the Deutsche Bank, Disconto-Gesellschaft, and Darm- 
stadter Bank, remained considerably below those of 1926. 
For expenses and taxes greatly increased all round, 
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TABLE II. 
© o& t| Lis | 
a, 3S an o2s | on 
In Mill. Ze | s2é RS Ess | 3 
Reichsmarks zs e483 iy S 3 Ps 
| G5 Oo” - 
Share capital 150°00! 135-00 100°00 | 60°00 | 60°00 22°00 22°02 549°02 
Reserves ° 77°50 64°50 30°40 | 50°00 34°12 5°00 2°26 263°78 
Acceptances 90°25 95°79 99°09 | 72°56 55°36 13°12 8°68 434°85 
Creditors 1,872°37 | 1,421°37 | 1,640°14 | 1,563°91 | 1,107°76 343°13 179°34 | 8,128°02 
Cash .. 87°52 75°30 46°19 65°27 48°87 7°79 15°35 346°29 
Sones es with other | 
banks ° és 237°07| 196°32 226°85 217°66 152°07 44°56 44°31 1,118°84 
Bills .. 431°67| 378°50 $11°03 427°71 235°57 65°98 29°74 | 1,980°20 
Contango loans i 132°96 95°82 86°11 109°61 116°46 43°36 16°17 600°49 
Advances against me r- 
chandise oe 177°95 170°08 211°14; 130°69 120°70 62°34 3°56 876°46 
Securities 28°69 14°61 24°64 19°64 16°92 12°56 1°84 118°90 
Debtors 007°10 686°43| 803°89 727°39 531°57 136°36 90°21 | 3,982°95 
Syndicate investments 35°00 | 31°83 13°63 23°94 12°42 7°70 1°94 126°46 
Permanent invest - 
ments in affiliations 25°98 37°23 27°77 21°49 6°41 0°35 119°23 
Premises, etc. ; 45°00 47°49 30°71 25°00 26°00 7 "37 10" 30 191°87 
Total of balance -sheet | 2,320°00| 1,735°49 | 1,884°80 | 1,771°97 | 1,267°49 “388° 00 214°7 75 | 9,582°50 
Profit from interest 18°76 33°67 32°60 33°34 27°68 5°84 3°77 185°66 
Commissions és 68°88 | 39°35 $2°21 40°16 32°61 1°56 4°49 232°25 
Security and other 
earnings 2 “48 12°50 1°78 vee 1°19 O84 32°79 
Gross profit .. 139 "12 84°51 76°59 “51 60°28 11°61 a 10 449°72 
Expenses 91°13 58°44 56°66 | 5é aT 43°95 6°21 6°22 317°72 
Taxation 13°23 10°27 7°49 9°40 7°64 1°80 1°12 50°59 
Net profit F 25°52 16°18 13°07 16°27 10°20 4°75 1°82 87°81 
Dividend per cent. 10 10 10 | 12 11 12 9 - 
Turnover in milliards 207°80 155°81 185°0 170°0 103°92 22°30 14 95 859°48 
| | | 


especially taxation, which in the case of all the so-called 
D-banks (except the Deutsche Bank) was nearly two- 
thirds higher than in 1926, because in 1927 taxation had 
to be paid on the profits of 1926. The Deutsche Bank 
calculates in its report that it has to pay twelve different 
taxes, which together amount to 88 per cent. of the divi- 
dends, and this does not include the 10 per cent. capital 
yield tax on all bond interest and share dividends ; and 
in addition, every shareholder of the bank in his private 
capacity has again to pay income tax on his income from 
dividends. The whole of German banking business has 
become very expensive. Whilst before the war taxes 
and expenses made up on the average about 40 per cent. 
of the ascertained gross profit, they now absorb more 
than 80 per cent., although as a result of higher interest 
rates and commission charges the gross income has 
increased to more than double the pre-war amount. 
Thus the net profit of 1927 was, in general, only about 
one-third of the total amount achieved in 1913. It is 
understandable that the German banks should view this 
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development with great concern, even though the range 
of their business is continually increasing. Moreover, 
the competition between them and the large private 
banks is also increasing, and as a result there is a con- 
tinual narrowing of the margin of interest which is the 
decisive factor in the profitability of the business. 


New Directors of the Bank of England 


We understand that the names of Sir Josiah Stamp 
and Mr. Charles Hambro will be submitted to the pro- 
prietors of the Bank of England to fill the vacancies in 
the Court of Directors caused by the death of Mr. Spencer- 
Smith and the resignation of Sir Henry Cosmo Bonsor. 

Both of these appointments will be warmly approved 
by the most of British bankers. Sir Josiah Stamp is an 
original. An accomplished scholar, an eminent economist 
and statistician, skilful in finance, and particularly in 
that of international finance, of great energy and re- 
markable public spirit. The only fault is that perhaps 
he undertakes an almost insupportable burden of work. 
For, in addition to his duties as chairman and president 
of the executive of the London Midland and Scottish 
Railway, he has a great number of public and academic 
interests, all of which make great demands upon his 
time. He is constantly writing, lecturing and speaking— 
activities somewhat contrary to the ancient bank tradition 
of absolute muteness ! 

Upon this election one further comment is not ir- 
relevant. It is regrettable that his election to the Court 
did not take place before the plans for the rebuilding of 
the bank were approved. For his knowledge of architec- 
ture would have qualified him to oppose the erection of a 
building which might be adequate as a block of ostenta- 
tious flats, but is certainly not worthy of the Bank of 
England. 

Mr. Charles Hambro’s ability and energy are known 
to a great number of European bankers, and he is supreme 
among his contemporaries. His election brings a desirable 
youthful element into the counsels of the bank. 
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UNITED STATES 


NOTHER important bank amalgamation has been 
A reported during the past month. The Phila- 
delphia-Girard National Bank and the Franklin- 
Fourth Street National Bank of Philadelphia have 
decided to amalgamate. The former was established in 
1803, and is one of the oldest banks in the United States; 
it has capital and reserves amounting to $29,000,000, 
and its deposits amounted to $190,000,000 at the end 
of 1926. The Franklin-Fourth Street National Bank 
was established in 1886, has capital and reserves of 
$25,000,000, and its deposits amounted to $123,000,000 at 
the end of 1926. The combined resources of the two banks 
after amalgamation will be about $370,000,000. It will be 
strong enough to follow the example of other important 
out-of-town banks which established direct relations 
with foreign centres during the last few years instead of 
working through the intermediary of New York banks. 

As we have already mentioned in our last issue, several 
commercial banks are establishing subsidiary companies for 
the purpose of participating in the issuing and marketing 
of new securities. During the last few weeks two com- 
mercial banks have joined this movement, namely, the 
Chatham Phenix National Bank and Trust Co. of New 
York and the Central National Bank of New York. The 
latter’s subsidiary has already been organized under the 
name of Central National Corporation. Its authorized 
capital consists of 150,000 “‘A” shares and 100,000 “B” 
shares of no par value. 

The National City Bank of New York will increase its 
share capital from $75,000,000 to $90,000,000, while the 
share capital of the National City Company will be 
raised from $25,000,000 to $45,000,000. The latter’s 
reserve will be raised by $25,000,000 to $50,000,000. 
The increase in the capital of the National City Bank is 
in accordance with the bank’s traditional policy, while 
the object of the increase of the capital and reserves of 
the National City Company is to provide additional 
capital resources to enable the company to acquire 
securities for short- or long-term investment. 

G 
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FRANCE 


Most French banks have published their accounts for 
1927. Their net profits show but little change as com- 
pared with 1926, which may be regarded as a satisfactory 
result, as during the past year there was a general decline 
of prices. The following figures show the net profits of 
a number of French banks for 1927 and 1926: 

Net Profits. 


Société Générale 

Crédit Lyonnais , 

Banque Nationale de Crédit 

Crédit Commercial .. 

Banque de 1’Union Parisienne 

Banque Frangaise et Italienne pour 
l’Amérique du Sud 

Société Générale Alsacienne de Banque 

Société Nancéienne de Crédit 

Banque de Mulhouse 

Banque Transatlantique 

Société Parisienne de Banque 

Banque Internationale du Commerce 


1927 
Francs. 
43,267,781 
48,722,046 
34,650,000 
24,475,236 
22,151,722 


19,590,013 
14,745,429 
12,620,676 
12,270,000 
7,978,288 
6,241,090 
5,170,638 


1926 
Francs. 
43,757,948 
49,173,517 
34,530,000 
23,559,128 
21,510,844 


20,369,455 
14,582,663 
12,231,008 
II,470,000 
8,124,679 
5,890,963 
5,006,364 


While the Société Générale, Crédit Lyonnais, Crédit 
Commercial, Banque de l'Union Parisienne, Banque 
Francaise et Italienne pour l’Amérique du Sud, and the 
majority of other banks have maintained their dividend at 
its previous year’s figure, a few banks increased it slightly. 
Among others, the Banque Nationale de Crédit raised its 
dividend from 10 per cent. to I1 per cent. Practically 
none of the French banks have reduced their dividend. 

The Société Générale was in a position to increase its 
dividend, as a result of the exceptional profit arising 
from its operations in Peru, amounting to 28,312,688 f., 
but this amount has been added to the reserves, and is 
not included in the figure of net profits, which, in reality, 
were thus much in excess of their previous year’s figure. 


BELGIUM 
The amalgamation movement referred to in previous 
issues has made considerable headway during the past 
month. It is announced that the Mutuelle Solvay will 
establish close relations with the Banque de Bruxelles. 
To this end the Banque de Bruxelles will increase its 
share capital to 400,000,000 f., and part of the new shares 
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will be taken over by the Mutuelle Solvay. The Banque 
de Bruxelles has just completed arrangements for the 
absorption of the Crédit Général Liégeois, while the 
Mutuelle Solvay has recently established close relations 
with the Banque Générale Belge. This latter in turn has 
absorbed the Compagnie Financi¢re Americano-Belge. 
When the transaction between the Mutuelle Solvay and 
the Banque de Bruxelles materializes, the bank thus to 
be created will have a total share capital of 900,000,000 f. 
This figure is considerably in excess of the com- 
bined capital of the Société Générale-Banque Belge pour 
l’Etranger group. 

This amalgamation movement is not approved unani- 
mously in Belgian financial circles. It is held in certain 
quarters that it does not arise through economic necessity, 
but is merely the result of rivalry between two groups. 
Nevertheless, the movement cannot beregarded asunsound. 
Though Belgium is a small country, her international 
banking connections are widespread, and she can therefore 
support banks of the size of the two leading groups. 

Several capital increases have been announced re- 
cently. The Banque Liégeoise will increase its capital 
from 23,000,000 f. to 60,000,000 f. The Crédit Général du 
Congo will increase its capital from 85,000,000f. to 
150,000,000 f. Part of the new shares will be taken over 
by the Banque de Bruxelles. According to a Bucarest 
report, the Banque Belge pour |’Etranger wil! increase 
the capital assigned to its Bucarest branch from 
50,000,000 lei to 80,000,000 lei. 

The share capital of the recently established Banque 
Union Financiére d’Anvers is not 90,000,000 f., as 
reported previously, but 100,000,000 f. 

The following figures show the net profits of some 
Belgian banks which published their accounts during 
the past month : 

1927 1926 
Francs. Francs. 


48,389,000 44,895,000 


Banque d’Outremer fia 
, 16,190,000 14,041,000 


Crédit Général de Belgique 


Banque Centrale de Liége wy 4,276,000 3,120,000 
Banque de |’Union Bruxelloise  .. 55 3,927,000 3,076,000 
Crédit Colonial et Commercial .. ae 7,487,000 3,234,000 
Banque Gantoise de Crédit - £d 2,034,000 1,409,000 


2,476,000 1,976,000 


Banque Centrale Tournaisienne 
G2 
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HOLLAND 


It is satisfactory to observe that the Rotterdamsche 
Bankvereeniging, which was in difficulties a few years 
ago, has now completely recovered and is making good 
progress. Its net profits for 1927 amounted to 4,290,000 
guilder, against 2,290,000 guilder for 1926. The dividend 
will be increased from 4 per cent. to 5 per cent. The 
amount of 1,250,000 guilder has been transferred to the 
special reserve for possible losses, and 1,500,000 guilder 
has been appropriated for the redemption of “‘amortization 
certificates.’ The balance-sheet indicates an all-round 
expansion of the bank activities during the past year. 
The net profits of the Nationale Bankvereeniging for 1927 
amounted to 1,750,224 guilder against 1,686,819 for 1926. 
The dividend was raised from 43 per cent. to 5 per cent. 

The net earnings of the Disconto-Maatschappij of 
Amsterdam for 1927 were 622,302 guilder against 382,883 
guilder for the previous year. The dividend will be 
raised from 5 per cent. to 6 per cent. The Disconto- 
Maatschappij of Rotterdam, on the other hand, will 
maintain its dividend at 6 per cent. 

The “ Financial Gazette ’’ announces the establishment 
of the Hollandsche Orient Bank with a share capital of 
1,500,000 guilder. The bank will specialize in financing 
the tobacco trade, particularly in Bulgaria. 


AUSTRIA 


Sensational statements have been published recently 
in the Austrian Press concerning the accounts of the 
Kompass Bank of Vienna. The management of that 
bank has now issued a statement denying these reports. 
Though the bank had to meet substantial liabilities as a 
consequence of the default of one of its big customers, 
it was able to do so without availing itself of the assistance 
of the Austrian National Bank. 

The net profits of the Oesterreichische Bodenkreditan- 
stalt amounted to 10,624,393 schillings, against 6,541,612 
schillings for 1926. The increase is due in part to the 
fact that the bank absorbed last year the Union-Bank 
and the Verkehrsbank. The dividend will be raised from 
7°2 schillings to 7°5 schillings. The bank transferred 
part of its security holding to a Dutch holding company, 
against a payment of £800,000. 
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CZECHOSLOVAKIA 

After lengthy negotiations all the difficulties of 
amalgamating the four Moravian banks, namely, the 
Maehrische Agrar-und -Industriebank, the Maehrische 
Slovakische Bank, the Brunner Bank, and the Sudmaehr- 
ische Bank, have been overcome, and the banks are now 
amalgamated. The Maehrische Bank has now been esta- 
blished in Brno. Its share capital is 120,000,000 crowns. 
The number of its branches, which at present is forty-five, 
will be reduced by means of eliminating branches which 
overlap each other. 

The following figures compare the net profits and 
dividends of a number of Czechoslovakian banks : 


Net Profits. Dividends. 
1927 1926 1927 1926 
Crowns. Crowns, 
Zivnostenska Banka .. 40,400,000 38,600,000 I2 12 
Bohemian Discount Bank .. 35,200,000 30,200,000 II 10 
Bohemian Industrial Bank . . 22,380,000 20,260,000 5 5 
Bratislava General Bank .. 2,469,000 2,335,000 9 8 
HUNGARY 


The Hungarian General Credit Bank has placed shares 
to the amount of 8,750,000 pengos in London. The 
transaction does not involve an increase of capital, as 
the whole amount was set aside from the previous capital 
increase. The shares are deposited with Messrs. N. M. 
Rothschild and Sons, who will issue registered certificates, 
which will be placed privately by Messrs. J. C. Im Thurn 
& Co. It is understood that independently of the present 
transactions the bank will increase its capital in the 
course of the latter part of this year. A great part of the 
new shares will be placed in London. The Hungarian 
General Credit Bank increased its net profits to 6,980,000 
pengos against 5,250,000 pengos for 1926. The dividend 
has been raised from 5 per cent. to 5$ per cent. The 
bank has absorbed two provincial banks, the Soproner 
Creditbank, Sopron, and the Allgemeine Bank und 
Sparkassa, Szekesfehervar. 

The Criminal Court of Budapest ordered Alexander 
Palffy, owner of the Palffy Bank, to be sent into penal 
servitude for 3} years for frauds in connection with the 
Palffy bank. The chief accountant was sentenced to 
one year’s imprisonment. 
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The Government intends to submit a bill for the 
unification of the smaller banking houses, so as to 
strengthen their position. 

The following figures show the profits and dividends 
of the principal banks for 1927 : 

Gross Profits. Net Profits. Dividend. 
In millions of pengo. 





Credit Bank ‘a - .. 17°5 7 45 
Commercial Bank a on ED 49 3 
Fatherland Savings Bank — a 2°8 I'9 
Discount Bank ” 5'8 2°3 I'5 
British-Hungarian Bank .. 55 x2 16 
Hungarian-Italian Bank .. 4°7 16 I'l 
Central Savings Bank 4 i I'l 
General Savings Bank 3 i2 I 
Fatherland Bank .. 2°6 I O'7 
Total... .. 60 24°7 16°4 
Total for 1926... -- 491 16°9 12°7 
SWITZERLAND 


The net earnings of most Swiss banks showed moderate 
progress during last year as compared with 1926. This 
fact seems to dispose of the belief that the post-war 
prosperity of Swiss banks was based mainly upon the 
foreign capital which took refuge in Switzerland. 
Although the German capital was repatriated during 
1924 and 1925, and the bulk of the French and Italian 
capital was repatriated during 1926 and the first half 
of 1927, Swiss banks were able to maintain and even to 
increase their profits. 

The following figures show the net profits of some of 
the Swiss banks : 


1927 1926 
Banque Populaire Suisse .. és .. 7,630,000 7,090,000 
Basler Kantonalbank ~a ms .. 2,972,000 2,702,000 
Banque de Dépéts et de Crédit... ea 777,000 490,000 
Banca della Svizzera Italiana a Ks 745,000 720,000 
Banque de Genéve .. - “a 659,000 587,000 
Kantonalbank Schwyz ne ‘a “is 528,000 507,000 


YUGOSLAVIA 


The National Bank of the Kingdom of Serbs, Croats, 
and Slovenes has fixed the maximum limit of rediscounting 
facilities for any single bank at 50,000,000 dinars. 
Among the banks of Belgrade, Zagreb, and a few other 
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cities, only those are eligible whose capital is at least 
5,000,000 dinars. These measures have been introduced 
as a result of the bank failures of the last few years. 
Another small bank has failed recently, the Musul- 
manische Handels- und Gewerbebank, Sarajevo. The 
amount of its liabilities is estimated at 17,700,000 dinars, 
while its assets only amount to 8,000,000 dinars. One 
of the principal creditors is the Kroatische Escomptebank, 
with a claim of 1,250,000 dinars. 

The First Croatian Savings Bank was one of the few 
Yugoslav banks which showed an increase of net profits 
during 1927. Its earnings amounted to 17,438,000 dinars, 
against 16,589,000 dinars for 1926. The dividend remains 
unaltered at 16 per cent. 


RUMANIA 


The amalgamation movement between small and 
medium Rumanian banks continues to make progress. 
The Banca Franco-Romana, Bucarest, will absorb the 
Banca Bucuresti. The latter’s shareholders will receive 
one Banca Franco-Romana share for each of their shares. 
Several old-established banks of the new Provinces are 
negotiating with a view to effecting amalgamations which 
will make them less dependent upon Bucarest. 

In anticipation of the execution of the stabilization 
scheme, Rumanian banks have initiated negotiations with 
foreign financial interests with a view to placing part of 
their share capital abroad. In doing so they are following 
the example of the Austrian and Hungarian banks, which 
established connections abroad after the stabilization 
of their currencies. Among others, the Banca Chrissove- 
loni intends to increase its share capital and place the 
greater part of the new shares with an international 
group which includes Hambros Bank, the Neiderdster- 
reichische Escompte-Gesellschaft, the Société Générale de 
Belgique, and the Harriman interests. The Banque de 
Crédit Roumain is conducting similar negotiations with 
a group which includes Mendelssohn & Co., Berlin, and 
Kleinwort, Sons & Co. 

After the war several Rumanian banks established 
branches in foreign centres. Two of them, the Banca 
Chrissoveloni and the Banca Marmorosch, Blank & Co., 
opened branches in New York. The latter closed its 
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New York branch some years ago, and the former has 
also decided to discontinue its New York branch from 
April 1, on the ground that the extent of banking 
transactions between Rumania and the United States 
does not justify the maintenance of a branch in New 
York. 

The net profits of the Banca Generala for 1927 
amounted to 27,722,000 lei, against 25,874,000 lei for 
1926. Deposits and current accounts increased from 
708,952,000 lei to 983,072,000 lei. The net profit of the 
Anglo-Rumanian Bank for 1927 was 7,777,000 lei. 


BULGARIA 

The Banque Balkanique, Sofia, which was established 
in 1926, and which has a share capital of 50,000,000 leva, 
has decided to reduce its share capital to 25,000,000 leva. 
The reserve fund will remain unchanged at 7,000,000 leva. 
The capital will be subsequently raised to 50,000,000 leva 
by the issue of shares to the value of 25,000,000 leva. 
The new shares will be taken over by the foreign banks 
which control the Banque Balkanique, namely, the 
Banque de l'Union Parisienne, Wiener Bankverein, 
Oesterreichische Creditanstalt, and the Hungarian General 
Credit Bank. 

NORWAY 

An agreement has been concluded between the Norske 
Kreditbank and a British banking group headed by 
Hambros Bank, in virtue of which the Norwegian bank 
will obtain banking credit facilities amounting to 
30,000,000 kroner. The bank has recently reduced its 
share capital so as to write off its total losses and make 
provision for doubtful debts. 

Most Norwegian banks declared the same dividend as 
last year. The reconstruction of the Privatbank i 
Trondhjem has been completed in accordance with the 
scheme sanctioned by the Inspector of Banks and the 
Bank of Norway. The Christiania Bank og Kreditkasse 
maintained its dividend at 8 per cent. The Bergens 
Privatbank produced a net surplus of 4,974,000 kroner 
for 1927, as compared with 5,175,000 for 1926. For 
further amortization 2,600,000 kroner has been taken 
from the adjustment fund, and 16,000,000 kroner from 
the reserve fund. 
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DENMARK 


The net profits of the Aarhus Privatbank amounted 
to 1,137,000 kroner for 1927, against 1,139,000 kroner 
for 1926. The dividend remains unchanged at 8 per cent. 
The Erhvervsbanken of Copenhagen, which recently 
reduced its capital from 1,600,000 kroner to 800,000 
kroner, will go into liquidation. The Folkebanken for 
Kobenhavn will guarantee the repayment of its deposits, 
which may be transferred to that bank. The deposits 
declined from 2,200,000 kroner at the end of 1926 to 
about 1,000,000 kroner in February 1928. 


DANZIG 
Generally speaking, bank results in Danzig are slightly 

more favourable than for 1926. The net profits of 
the Danziger Bank fiir Handel und Gewerbe, Danzig, 
amounted to 273,000 gulden for 1927, against 242,000 
gulden for 1926. The dividend will remain Io per cent. 
The net earnings of the Danziger Privat-Actien-Bank 
increased from 350,000 gulden in 1926 to 380,000 gulden 
in 1927. The dividend will be raised from 7 per cent. 
to 74 per cent. The Danziger Handels- und Industrie- 
bank A.G. will maintain its dividend at 8 per cent. Its 
capital was raised from 1,000,000 gulden to 2,500,000 
gulden last year. 

ESTONIA 

During the twelve months ended December I, 1927, 

the total share capital of the twenty-one Estonian joint- 
stock banks increased from 733,000,000 Estonian marks 
to 776,000,000 Estonian marks. Time deposits advanced 
from 511 millions to 763 millions, clearing accounts from 
1,727 millions to 2,262 millions, current account balances 
from 135 millions to 211 millions. The total foreign 
indebtedness of the Estonian joint-stock banks increased 
during the period under review from 876 millions to 
1,163 millions. 

LATVIA 


The Riga International Bank has decided to raise its 
share capital by 1,000,000 lats to 3,000,000 lats. The 
new shares will be issued at a premium of 20 per cent. 
Part of them will be taken over by the international 
group which at present controls the bank, consisting of 
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the Commerz- und Privatbank, the Dresdner Bank, and 
the State Bank of New York. The British Overseas 
Bank has now joined the group and will take over the 
greater part of the new shares. Mr. William Dean, 
manager of the British Overseas Bank, has joined the 
board of the International Bank. Mr. E. Grube, late 
chairman of the Siberian Commercial Bank, Petrograd, 
has been elected chairman. The bank was established in 
1922 and has paid a dividend of 12 per cent. every year. 


GREECE 

A new bank has been established with head office in 
London under the name of British-French Discount 
Bank, Limited, with the object of specializing in banking 
in Greece. It will establish branches in Athens and other 
principal Greek cities. The bank is controlled by the 
Ottoman Bank, and its head offices are situated at the 
headquarters of that bank in Throgmorton Street. The 
Ottoman Bank has already two branches in Salonika and 
Cavalla. The new bank will open for business on April 15. 


THE GREEK MONETARY QUESTION 


In an address delivered before the Press Union of 
Athens, Mr. Diomede, Governor of the National Bank of 
Greece, gave an interesting account of the development 
of Greek currency and finance since the war. The address 
has been published in English in pamphlet form and is 
obtainable from the Greek Legation in London. 


SPAIN 


On the whole, Spanish banks had a successful year. 
The following figures compare their net profits for 1927 
with those of the previous year : 

1927 1926 
Pesetas. Pesetas. 
1,308,674 918,634 
1,228,274 718,609 
1,170,606 1,108,182 


Banco Marsans 

Credito Navarino 

Banco Urquijo Catalan - - 
Banco Internacional de Industria y 


Comercio 1,780,094 1,564,342 


All of these banks have left their dividend unchanged, 
with the exception of the Banco Marsans, which raised 


it from 6 per cent. to 63 per cent. 
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Capital - - - 
142.593:604 $188 


Reserves - - - 
Paper- Currency 
Redemption Fund 94.637:471$494 


Last Dividend 20% 


Branches in the chief commercial 
cities of Brazil and Agents 
in smaller towns and abroad. 


All manner of banking transactions under- 
taken. Current accounts opened, with or 
without limit; fixed deposits received ; 
premium bills. Drafts, promissory notes 
and signed accounts discounted. Loans 
effected on approved security; payments 
undertaken at home and abroad. Letters 
of Credit issued on all the principal home 
and foreign cities, etc. 











Banco Agricola 


Comercial 


SAN SALVADOR, 
CENTRAL AMERICA 








Agencies in the principal cities 
of the Republic 













Banking connections throughout 
Europe and the United States 







Specially organized service for the 
Collection of Foreign Drafts 
and Bills 
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RUSSIA 
The following figures represent the principal items of 
the combined balance-sheets of the Commercial and 
Industrial Bank, the Bank for Foreign Trade, All-Russian 
Co-operative Bank, the Electrobank, and the Moscow 
City Bank: 
(IN MILL. RBLs.) 
Jan. I, jJan.1, Inc. or Dec. 
1927 1928 for the year 
Capital ‘ ‘ .. 246°2 347°2 +I01'0 
Deposit, current and other accounts 5740 854°6 +280°6 
Credits in State Bank a os S25 158°7 + 32°2 
Reserves—currency and securities.. 90°3 40°5 — 498 
Loan and discount operations «+ 902°5 1,360°5 +4580 
It is reported that the Commercial and Industrial 
Bank will amalgamate with the Electrobank, and will 
henceforth specialize in long-term credits. 
BRAZIL 
Several small national banks have been established 
recently. In Sao Paulo a bank has been created under 
the name of Pereira Braga & Co., with a capital of 
500,000 milreis. A new bank has been opened in Maceio, 
with a capital of 300,000 milreis, under the name of 
Banco di Credito Agricola. 
ARGENTINA 
The Bank of London and South America, Ltd., is 
opening new branches at Azul and Santa Fé. The net 
profits of the Banco de la Provincia de Buenos Aires 
amounted to 8,098,963 pesos for 1927, against 8,838,184 
pesos for 1926. The reserve fund has been increased to 
15,410,000 pesos, while deposits amount to 368,848,000 
pesos. 
CHILE 
The net profits of the Banco de Chile for the second 
half of 1927 amounted to 9,035,493 pesos, against 
9,257,329 pesos for the second half of 1926; 7,043,339 
pesos were brought forward from the first half of 1927. 
The dividend is again g pesos per share, and 8,078,832 
pesos will be carried forward. In order to conform to 
Chilian banking law the board of directors have called a 
meeting at which it will be proposed to cancel the share- 
holders’ liability for the unpaid portion of the share 
capital and to amend the statute accordingly. 
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NATIONAL BANK 
OF AUSTRALASIA 


Caeorporated 12 Victoria) LIMITED. 
Established 1856. 


HEAD OFFICE: MELBOURNE 


Authorized Capital ...  £10,000,000 Reserve Liability of 
Capital Paid Up £5,000,000 Shareholders £1,800,000 
Reserve Fund Account £2,911,576 Total Assets exceed £42,000,000 


LONDON OFFICE - -_ - LOTHBURY, E.C.2. 
SUB-BRANCH AUSTRALIA HOUSE, STRAND, W.C.2. 


London Board of Advice: 
R. H. CAIRD, Esq., J.P. Rt. Hon. LORD INVERF — PL 
Rt. Hon. LORD STANLEY OF me DERLEY, K.C.M4 
London Manager . . J. MCCONNAN. 


The Bank issues Drafts, Telegraphic Transfers and Letters of Credit, 
purchases or collects Bills of Exchange, and transacts Banking 


business in connection with the Commonwealth of Australia and New Zealand. Deposits 
are received for two years and for shorter periods at rates which can be ascertained on 


application. 


A Summary of Australian conditions is issued monthly and is available upon request. 

















Books by 


R.H. MOTTRAM 


1. The Spanish Farm Trilogy 
1914-18. IlIIrd Large Ed. 
800 pages. 7s. 6d. net. 


Our Mr. Dormer: The 
Romance of a 19th-century 
Banking House. IlIrd Ed. 
7s. 6d. net. 


The English Miss: Mr. 


Mottram’s new novel; 
study of an English girl. 
Ready in April. 7s. 6d. net. 
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CHATTO & WINDUS 
LONDON 








MARTINS 
BANK 


LIMITED. 


Formerly the 
BANK OF LIVERPOOL & MARTINS LTD. 
with which is incorporated the 


LANCASHIRE & YORKSHIRE BANK LTD. 


Head Office: 
7 WATER STREET, LIVERPOOL 


London Office : 
68 LOMBARD STREET, E.C.3 


Figures on completion of amalgamation : 
Capital Subscribed £20,602,272 
Capital Paid ~~ and 

Reserves . ° ae 
Deposits, etc. 


7,719,585 
83,479,052 


The Bank has 565 Offices, and Agents in 
all the meen towns at home and abroad. 


All descriptions of Banking, Trustee and 
Foreign Exchange Business Transacted. 
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COLOMBIA 


The Banco Alemao-Antioqueno, Medellin, has de- 
clared a dividend of 12 per cent., the same as last year. 
Its capital was raised in 1927 from 2,000,000 gold pesos 
to 5,000,000 gold pesos. 


CHINA 


As a result of the civil war and the arbitrary pro- 
ceedings of various authorities against banks, a number 
of native banks have suspended payments. The Wu Tsu 
Bank, Peking, has announced the suspension of payments 
for three months. In a statement the general manager 
explained that the suspension was caused by the 
Government’s failure to repay its debt to the bank, 
amounting to about 1,000,000 dollars. If only part of 
this debt were repaid, the bank would be able to resume 
its activity. The bank was established in 1918 with a 
paid-up capital of 750,000 dollars. In the Shantung 
Province seven native banks closed down. The Shantung 
Commercial Bank of Tsinan recently declared a mora- 
torium of a fortnight, owing to a run of depositors. 

A new bank was established in Shanghai under the 
name of China State Bank, Ltd., with an authorized 
capital of 2,000,000 dollars, of which 500,000 dollars is 
paid up. It was opened for business on January 27. 
Its promoters are Chinese merchants from the Straits 


Settlements. 


British Overseas Banks Association 


The annual dinner of the British Overseas Banks 
Association was held on March 14th at the Hyde Park 
Hotel. Mr. Charles Cambie presided, and the company 
included: Mr. Secretary Amery, Sir Felix Schuster, 
Mr. Beaumont Pease, Mr. Goodenough, Sir Otto 
Niemeyer, Mr. Rae, Mr. Holland-Martin, Sir Alfred Lewis, 
Sir Alexander Wright, and Mr. Samuel. 








